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Intntduction  Senate  Joint  Resolution  (SJR)  20,  passed  in  1989  by  the  51st 

Legislature,  requested  a  study  of  the  need  for  certain  state 
loan/grant  programs.    We  reviewed  a  total  of  32  programs 
administered  by  three  state  agencies:  the  Department  of  Agri- 
culture, the  Department  of  Natural  Resources  and  Conservation, 
and  the  Department  of  Commerce.    We  determined  whether 
these  programs  could  be  consolidated  or  modified  to  better 
achieve  their  objectives,  or  could  be  eliminated  without  harmful 
impact  on  Montana's  economy.    We  reviewed  the  state  loan/ 
grant  programs  for  duplication  of  effort,  similarities  in  opera- 
tions, financial  soundness,  need,  demand,  level  of  activity,  and 
compliance  with  legislative  intent. 

Since  several  of  the  programs  reviewed  use  bond  proceeds  as  a 
funding  source,  our  audit  included  a  review  of  state  bonding 
activity.    We  reviewed  the  potential  for  consolidation  and/or 
coordination  of  all  state  bonding  activity.   We  also  reviewed 
bond  reserves  at  the  Board  of  Housing  to  answer  questions 
regarding  the  appropriateness  of  these  reserves. 


SJR  20  -  Loan  and  We  reviewed  a  total  of  32  state  loan/grant  programs  in  three 

Grant  Pntgram  Back-  agencies.   Our  SJR  20  work  included  interviews  with  program 

ground  administrators  and  staff,  directors  and  other  management, 

contact  with  board  and  council  members,  program  participants, 
and  review  of  information  and  documentation. 

Four  of  the  programs  we  reviewed  are  administered  by  the 
Department  of  Agriculture.   Seven  loan/grant  programs  are 
administered  by  the  Department  of  Natural  Resources  and 
Conservation.   The  Department  of  Commerce  administers  the 
remaining  21  programs.    These  programs  are  included  under  the 
Board  of  Mousing,  Board  of  Investments,  Health  Facility  Autho- 
rity, Montana  Science  and  Technology  Alliance,  Local  Govern- 
ment Assistance  Division,  Business  Development  Division,  and 
Aeronautics  Division. 
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For  each  program  we  determined  inception  date,  intent,  funding 
sources,  and  activity.    Chapter  II  of  our  report  shows  the  rela- 
tionship of  the  programs  within  each  department's  organization, 
and  summarizes  each  program's  purpose  and  activity  since 
inception. 


SJR  20  -  Evaluation  of 
Programs 


Program  purpose,  participants,  projects,  funding  sources,  opera- 
tions, and  results  were  used  to  review  programs  for  potential 
consolidation.    Possibility  of  transferring  program  administration 
to  other  agencies  to  increase  effectiveness  was  reviewed. 
Program  elimination  was  considered  based  on  inactivity.    After 
initial  review,  we  identified  some  programs  which  had  no  simi- 
larities with  other  state  programs,  or  showed  no  possibilities  for 
consolidation,  modification,  or  elimination. 


Although  we  identified  potentials  for  consolidation,  modifica- 
tion, and  elimination  of  several  programs,  we  did  not  identify 
any  changes  to  these  programs  which  would  significantly  reduce 
costs,  or  benefit  program  operations,  program  participants,  or 
the  state.    We  identified  two  programs  where  changes  were 
appropriate.   The  following  section  summarizes  our  findings. 

Elimination  of  the  Montana  Agricultural  Loan  Authority 
(MALA),  administered  by  the  Department  of  .Agriculture, 
appears  to  be  appropriate  because  the  program  is  inactive. 
Legislation  was  introduced  to  the  1991  Legislature,  at  the 
department's  request,  to  repeal  the  MALA  Act. 

Reactivation  of  the  Multifamily  Bond  Program,  administered  by 
the  Board  of  Housing,  appears  to  be  appropriate.   The  program 
has  been  inactive  since  1982,  but  there  appears  to  be  need  for 
this  type  of  program.    Officials  at  the  Board  of  Housing 
recognize  the  need  for  low  income  rental  housing  in  Montana, 
and  could  reactivate  this  program  to  help  address  those  needs. 

We  also  looked  at  the  need  for  recstablishment  of  an  airport 
lending  program  that  was  terminated  as  of  June  30,  1989.    It 
appears  smaller  airports  could  use  some  type  of  program  to 
provide  matching  funds  for  federal  grants.    Currently  there  is  no 
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state  program  dedicated  to  lending  money  to  state  airports.   Our 
review  indicated  possibilities  for  airports  to  obtain  matching 
funds  through  the  Board  of  Investments. 

If  state  airports  need  funding  to  match  federal  grants,  and  BOl 
funding  is  not  suitable,  the  Aeronautics  Division  should  seek 
establishment  of  a  new  program  to  meet  airport  needs.   We  do 
not  believe  the  previous  Airport  Lending  Program  should  be 
reactivated  because  it  could  not  adequately  provide  funding. 


State  Bond  Activity 


For  state  bonding  activity,  we  reviewed  bonding  procedures  and 
activity  for  each  program,  interviewed  program  administrators, 
and  contacted  various  organizations  and  several  states  to  discuss 
bond  issuance.   Seven  authorities  have  issued  bonds  to  date:  the 
Commissioner  of  Higher  Education,  the  Department  of  Natural 
Resources  and  Conservation,  the  Department  of  Administration, 
the  Board  of  Investments,  the  Health  Facility  Authority,  the 
Board  of  Housing,  and  the  Department  of  Highways.   There  are 
several  types  of  bonds  issued  by  these  authorities  including 
general  obligation  bonds,  revenue  bonds,  special  tax  bonds, 
industrial  development  bonds,  and  revenue  and  tax  anticipation 
notes  (short-term  bonds).   Chapter  IV  discusses  the  seven 
issuance  authorities  and  the  types  of  bonds  issued  by  each. 


Bond  Issuance  Consoli- 
dation/C(M>rdination 


Initially,  we  considered  possible  consolidation  of  all  state 
government  bond  issuance.    As  our  audit  progressed,  we  deter- 
mined consolidation  would  not  be  effective  because  the  missions 
of  the  programs  are  so  different  and  bond  issuance  is  driven  by 
individual  program  needs. 


There  was  little  coordination  between  state  issuance  authorities 
when  we  began  our  audit.    Although  the  Capital  Finance 
Advisory  Council  was  active,  information  gathering  and  active 
coordination  of  bond  issuance  was  not  being  accomplished.    The 
advisory  council  was  established  to  aid  in  coordination  and 
monitoring  of  all  state  bond  issuance.   The  Department  of 
Administration  assigned  responsibility  for  bond  coordination  to 
a  position  within  the  department,  but  had  not  filled  the  position 
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for  some  time.    At  the  end  of  our  audit  work,  department 
officials  informed  us  they  were  assigning  bond  coordination 
functions  to  a  new  Administrative  Officer  position.   The  posi- 
tion was  filled  in  October  1990. 

It  appears  state  bond  issuance  would  benefit  from  coordination. 
Coordination  could  improve  bond  issuance  timing,  benefit  state 
bond  issuance  authorities,  and  increase  information  sharing  and 
oversight.   Coordination  could  also  improve  a  rating  corpora- 
tion's ability  to  work  with  Montana.   The  Legislature  and 
Executive  Branch  could  benefit  from  coordination  due  to 
increased  information  sharing  and  availability. 

The  Department  of  Administration  is  developing  a  coordination 
system.   We  believe  the  advisory  council  will  be  effective  if  the 
Administrative  Officer  performs  bond  coordination  duties  as 
indicated.   We  recommend  the  Department  of  Administration, 
with  advice  of  the  Capital  Finance  Advisory  Council,  establish 
formal  bond  issuance  coordination  guidelines. 


Board  of  Housing  Bond 
Reserves 


We  reviewed  the  appropriateness  of  bond  reserves  at  the  Board 
of  Housing.    We  examined  trust  indentures  and  compared 
required  reserve  amounts  to  suggested  amounts.    As  of  June  30, 
1990,  the  board  had  $585,047,996  of  outstanding  bonds. 
Reserve  and  redemption  requirements,  stated  in  the  indentures, 
vary  among  bond  issues.    Redemption  requirements  indicate 
when,  how,  and  in  what  amounts  principal  of  a  bond  will  be 
paid.    The  indentures  also  specify  what  funds  must  be  esta- 
blished with  bond  proceeds,  and  what  excess  fund  balances  can 
be  used  for. 


Our  review  of  trust  indenture  documentation  indicates  the  board 
can  only  use  excess  reserves  to  call  bonds,  to  purchase  additional 
mortgages,  or  to  operate  the  program.   Some  indentures  do  not 
allow  the  board  to  purchase  additional  mortgages  or  call  bonds. 
One  indenture  states  the  board  can  only  use  excess  reserves  for 
reserve  balances  or  for  purposes  specifically  detailed  in  ilie 
indenture. 
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We  calculated  reserve  requirements  in  two  ways  -  per  trust 
indenture  requirements  and  per  criteria  recommended  by 
Staniiiiul  A  Poor's  rorporalion.    Slatularil  A  Poor's  f'orpoialion 
is  an  independent  bond  rating  agency.    We  calculated  that,  as  of 
June  30,  1990,  reserves  should  be  $57,289,791  based  on  inden- 
ture requirements.    According  to  the  Board  of  Housing's  fiscal 
year  1989-90  audit  report,  the  board  has  restricted  funds  of 
$59,550,000  for  reserves.    Using  Standard  &  Poor's  guidelines, 
the  board's  reserves  should  be  $62,834,615.    Thus,  our  calcula- 
tions of  indenture  requirements  estimate  excess  reserves  of 
$2,260,209,  but  Standard  &  Poor's  recommendation  indicates 
Board  of  Housing  reserves  are  not  excessive. 

We  also  looked  at  the  feasibility  of  using  excess  bond  reserves. 
Excess  reserves  can  only  be  used  for  specific  purposes  detailed 
within  the  trust  indentures.    In  addition,  state  law  limits  use  of 
excess  reserves  to  authorized  Board  of  Housing  expenditures. 
Excess  reserves  could  be  transferred  to  funds  outside  the  Board 
of  Housing  only  by  specific  legislative  action,  and  only  if  the 
transfer  did  not  impair  obligations  of  the  trust  indenture. 

Our  review  indicates  Board  of  Housing  reserves  are  established 
within  the  trust  indentures,  and  although  there  is  an  excess  in 
the  current  level  of  reserves,  excesses  can  only  be  used  for 
specific  purposes.    Regardless  of  the  source  of  any  excess  funds, 
statute  and/or  trust  indentures  do  not  allow  anyone  except  the 
Board  of  Housing  to  use  the  money. 
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Inlntduction 


Senate  Joint  Resolution  (SJR)  20,  passed  in  1989  by  the  51st 
Legislature,  requested  the  Legislative  Audit  Committee  study 
the  need  for  certain  state  loan/grant  programs.   The  study  is  to 
determine  whether  these  programs  can  be  consolidated  or  modi- 
fied to  better  achieve  their  objectives,  or  can  be  eliminated 
without  harmful  impact  on  Montana's  economy.    A  limited 
scope  performance  audit  was  conducted  to  address  these  issues. 

The  audit  also  included  a  review  of  state  bonding  activity,  in 
part  due  to  bonding  activity  of  some  programs  identified  by  SJR 
20.   We  reviewed  the  potential  for  consolidation  and/or  coor- 
dination of  state  bonding  activity.   We  also  reviewed  Board  of 
Mousing  bond  reserves  to  answer  recurring  questions  regarding 
the  appropriateness  of  these  reserves. 


Report  Organization 


Chapter  II  of  this  report  provides  background  information  on 
each  loan/grant  program  identified  for  review.    Chapter  111 
presents  information  regarding  possibilities  for  program  consoli- 
dation, modification,  or  elimination.    Chapter  IV  provides 
background  information  on  bonding  activity  within  Montana. 
Chapter  V  presents  information  on  the  feasibility  of  consolidat- 
ing and/or  coordinating  state  bonding  activity.    Finally,  Chapter 
VI  discusses  bond  reserves  at  the  Board  of  Housing. 


Audit  Objectives 


The  objectives  of  our  performance  audit  were  to: 


1.  Determine  and  review  current  status  of  loan/grant 
programs. 

2.  Determine  whether  identified  loan/grant  programs  can  be 
consolidated,  modified,  or  eliminated. 
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3.  Review  state  government  bonding  activity  to  determine  if 
consolidation  and/or  coordination  of  activity  would  be 
feasible. 

4.  Review  appropriateness  of  bond  reserves  at  the  Board  of 
Housing. 

5.  Follow  up  on  significant  concerns  identified  during  the 
audit,  including  compliance  with  laws  and  administrative 
rules. 


Scope  of  Audit  During  preliminary  audit  work,  we  gathered  information  on 

each  program  listed  in  SJR  20.    While  at  each  agency,  we  also 
gathered  information  on  other  loan/grant  programs  not  listed  in 
SJR  20.    We  interviewed  program  administrators  and  reviewed 
laws,  administrative  rules,  files,  program  reports,  and  other 
applicable  documentation  regarding  various  program  operations. 
We  documented  activities  since  establishment  of  each  program. 
Loan/grant  activity  information  was  obtained  from  program 
personnel.    Based  on  this  information,  we  identified  programs 
where  potential  for  consolidation,  modification,  or  elimination 
existed. 

Our  audit  work  was  conducted  in  stages.    After  completion  of 
each  stage,  a  determination  was  made  on  potential  for  consolida- 
tion, modification,  or  elimination.    If  potential  for  any  of  the 
three  existed,  audit  work  under  remaining  stages  was  completed. 

The  preliminary  stage  involved  interviews  with  program  admin- 
istrators and  staff,  and  review  of  information  and  documenta- 
tion.  The  next  stage  involved  interviews  with  program  admini- 
strators at  other  agencies  with  similar  programs.   This  stage  also 
involved  follow-up  on  information  and  documentation  gathered 
previously.    During  the  third  stage,  department  directors  and 
other  management  were  interviewed.    The  last  stage  involved 
conlacling  boarti  and  council  mcmln'is.    We  also  coiilacteii 
participants  of  several  programs  to  obtain  input  regarding 
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program  need.   Questions  asked  during  each  stage  were  specific 
to  potential  for  consolidation,  modification,  or  elimination. 

Several  programs  listed  in  SJR  20  are  funded  with  bond 
proceeds.    As  part  of  our  audit,  we  reviewed  the  potential  for 
consolidation  and/or  coordination  of  state  bonding  activity. 
State  agencies  with  bonding  authority  include:  the  Department 
of  Administration,  the  Department  of  Commerce,  the  Depart- 
ment of  Health  and  Environmental  Sciences,  the  Department  of 
Natural  Resources  and  Conservation,  the  Department  of  High- 
ways, and  the  University  System. 

Where  applicable,  we  reviewed  bonding  procedures  and  activity 
for  each  program.    We  discussed  procedures  followed  by 
program  administrators.    We  contacted  various  organizations  to 
discuss  bond  issuance  activity.    Discussions  included  the  possi- 
bility of  consolidation  and/or  coordination  of  Montana's  state 
government  bonding  activity.    In  addition,  we  contacted  several 
states  to  determine  the  structure  of  their  bond  issuance  activity, 
and  any  changes  they  have  made  to  their  structure. 

We  reviewed  bond  reserves  at  the  Board  of  Housing  and 
examined  trust  indentures  to  determine  required  reserve 
amounts  for  all  bonds  issued  by  the  Board  of  Housing. 

The  audit  was  conducted  in  accordance  with  government  audit- 
ing standards  for  performance  audits. 


Compliance  Due  to  limited  scope,  we  did  not  test  specific  program 

compliance  with  all  applicable  laws  and  administrative  rules. 
We  concentrated  on  program  compliance  with  statutory  intent. 
Our  review  and  observations  indicate  programs  are  in  compli- 
ance in  the  areas  we  reviewed. 
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ln(n>duction 


This  chapter  provides  an  overview  of  each  program  reviewed. 
The  programs  identified  in  Senate  Joint  Resolution  (SJR)  20  and 
from  our  initial  scope  evaluation  are  located  within  three 
departments:  the  Department  of  Agriculture,  the  Department  of 
Natural  Resources  and  Conservation,  and  the  Department  of 
Commerce.   We  reviewed  a  total  of  32  programs  administered  by 
these  three  agencies. 

ihe  following  sections  briefly  discuss  the  loan/grant  programs 
and  display  their  relationship  within  each  department's  organi- 
zation. 


Department  of 
Agriculture 


We  reviewed  four  loan/grant  programs  administered  by  the 
Department  of  Agriculture.   The  programs  are:  the  Montana 
Growth  Through  Agriculture  Program,  the  Agriculture  Finance 
Program,  the  Beginning  Farmer  Loan  Program  under  the 
Montana  Agricultural  Loan  Authority  (MALA),  and  the 
Montana  Noxious  Weed  Trust  Fund  Grant  Program.    The 
following  figure  illustrates  the  relationship  of  these  programs 
within  the  department's  organization. 
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Figure  1 
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Source:   Prepared  by  the  Office  of  the  Legislative  Auditor  from  Department 
of  Agriculture  records 


Montana  Growth  Through 
Agriculture  Program 


The  purpose  of  the  Montana  Growtli  Through  Agriculture 
Program  is  to  strengthen  and  diversify  Montana's  agricultural 
industry.    The  program  is  designed  to  establish  a  public-private 
sector  partnership  that  will  assist  in  the  development  of  innova- 
tive agricultural  business  improvements,  and  the  commercializa- 
tion and  marketing  of  new  agricultural  products.    It  is  also  the 
aim  of  the  program  to  create  new  jobs  in  the  agricultural  sector, 
to  help  expand  small  agricultural  business  opportunities,  and  to 
keep  Montana  current  with  agricultuial  advancement. 


Inception:    1987  -    at  the  Deparliiunt  of  Commerce 

1989  -    transferred  to  the  Department  of  Ai'.iiculuue 
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Funding:    Coal  Severance  Taxes  (0.76%) 

Activity:     1987  to  1989  -  no  grants  or  loans  made 
Since  1989  - 

Market  Development:  24  grants,  $472,360  total 
Business  Incubators:  1  loan,  $55,926 
Seed  Capital:  5  loans,  $250,000  total 


Agricultural  Finance  The  purpose  of  the  Agricultural  Finance  Program  is  to  aid  the 

Program  rehabilitation  of  sub-standard  income,  rural  families  in 

Montana.   This  program  is  designed  to  fill  a  gap  in  agricultural 
financing  between  private  commercial  lenders  and  the  Farmers 
Home  Administration.    Program  funds  may  be  used  to  make 
direct  loans,  refinance  existing  debt,  and  provide  grants. 

Active  loans  under  this  program  include  Junior  Agriculture 
Loans,  Rural  Assistance  Loans,  and  Subordination  Loans.    The 
program  provides  grants  to  4-H  Clubs  and  Future  Farmers  of 
America  Chapters  on  a  competitive  basis.   The  program  also 
provides  grants  for  the  Young  Ag  Couples  Conference. 

Inception:   1973 

Funding:    Initially,  assets  of  the  former  Montana  Rural  Rehabi- 
litation Corporation  totalling  $1,075,051  were  trans- 
ferred to  the  Montana  Department  of  Agriculture  to 
be  administered  under  the  terms  of  a  use  agreement 
with  the  United  States  Department  of  Agriculture, 
Farmers  Home  Administration.    These  funds  and 
interest  earned  since  1973  provide  the  funding  for  all 
loans  and  grants. 

Activity:     Grants:  Since  inception  -  85  grants,  $137,200  total 
FY  1989-90  -  17  grants,  $17,132  total 
(may  use  up  to  l'!^(i  of  total  funds  annually) 

Loans:    FY  1989-90  -  79  loans,  $1,320,671  total 

Outstanding  balance  at  FYE  June  30,  1990  - 
208  loans,  $2,036,482  total 
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Montana  Agricultural 
Loan  Authority  (MALA) 


MALA,  also  known  as  the  Beginning  F'armer  Loan  Program,  was 
implemented  to  provide  low-intcrosl  loans  to  beginning  farmers 
and  ranchers,  and  to  provide  stale  income  tax  deductions  for 
certain  land  sales  to  beginning  farmers.    Only  two  loans  have 
been  approved  under  the  program,  and  there  has  been  no  loan 
activity  since  1986.   The  Tax  Reform  Act  of  1986  subsequently 
halted  the  issuance  of  tax-exempt  bonds. 


Under  the  tax  deduction  portion  of  the  program,  if  a  landowner 
sells  more  than  80  acres  to  a  beginning  farmer  at  an  interest  rate 
of  9  percent  or  less,  the  landowner  can  receive  a  reduction  in 
taxable  income.    The  reduction  is  equal  to  100  percent  of  any 
income  and/or  capital  gain  from  the  sale,  up  to  $50,000.    1  he 
transaction  must  first  be  approved  by  the  Authority. 

Inception:   1983 

Funding:     Prior  to  1986  -  federal  tax-exempt  bonds 
Currently  -  none 

Activity:     Loans:    Since  inception  -  2  loans,  $193,800  total 
FY  1989-90  -  no  activity 

Tax  Deductions:  Since  inception  -  6  applications 
approved 

FY  1989-90  -  several  requests,  none 
approved 


Montana  Noxious  Weed 
Trust  Fund  Grant  Program 


The  Montana  Noxious  Weed  Trust  Fund  Grant  Program  is 
designed  to  assist  individuals,  counties,  local  weed  control 
groups,  researchers,  and  educators  in  their  efforts  to  solve  a 
variety  of  weed  problems  in  Montana.    Assistance  is  provided  in 
the  form  of  grants.   Grants  have  gone  to  local  cooperative 
projects  to  support  community  weed  control  efforts.    Other 
grants  support  specific  projects  to  aid  in  the  fight  against 
noxious  weeds.    Projects  include  a  study  on  a  new  weed  in 
Judith  FJasin  County  which  could  cause  economic  problems  for 
alfalfa  growers,  a  survey  on  how  tillage  methods  effect  weed 
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problems,  development  of  educational  programs,  and  develop- 
ment of  the  Montana  Weed  Seed  Free  leed  Program. 

Program  grants  have  been  funded  from  one-half  of  a  $1  million 
Resource  Indemnity  Trust  Fund  grant,  surcharges  on  herbicide 
sales,  and  income  from  vehicle  fees.    In  1985,  a  special  trust 
account  was  established  with  half  of  the  Resource  Indemnity 
Trust  Fund  grant.    In  addition,  half  of  the  herbicide  surcharge 
and  interest  from  vehicle  fees  is  annually  deposited  to  the  credit 
of  the  account.   Currently,  the  trust  account  balance  is  over  $1.3 
million.   The  department  established  a  goal  of  $2.5  million  for 
the  trust  account.    When  this  goal  is  reached,  the  department 
will  use  interest  generated  from  the  trust  account  to  fund 
projects  under  the  Montana  Noxious  Weed  Trust  Fund  Grant 
Program. 


Inception:  1985 
Funding:    Originally 


Currently 


$1  million  grant  from  the  Resource 
Indemnity  Trust  Fund  with 
continuation  funding  through  a 
I  percent  herbicide  surcharge 
I  percent  herbicide  surcharge,  a  weed 
vehicle  fee  (established  by  the  1987 
Legislature),  and  an  off-highway 
vehicle  fee  (established  by  the  1989 
Legislature) 


Activity:    Since  inception  -  145  grants,  $1,842,600  total 
FY  1989-90  -  62  grants,  $503,600  total 


Department  or  Natural 
Res4>urces  and  Conser- 
vation 


The  Department  of  Natural  Resources  and  Conservation 
(DNRC)  administers  seven  loan/grant  programs  which  we 
reviewed  as  part  of  our  audit.    The  programs  are:  the  Water 
Development  Public  Loan  Program,  the  Water  Development 
Public  Grant  Program,  the  Water  Development  Private  Loan 
Program,  the  Renewable  Resource  Development  Program,  the 
Reclamation  and  Development  Grant  Program,  the  Rangeland 
Improvement  Loan  Program,  and  the  Conservation  District 
Grant  Program.   The  following  figure  illustrates  the  relationship 
of  these  programs  within  the  department's  organization. 
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Figure  2 
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Source:  Prepared  by  the  Office  of  the  Legislative  Auditor  from 
Department  of  Natural  Resources  and  Conservation  records 


Water  Development 
Program 


The  Water  Development  Program  is  to  promote  and  advance  the 
beneficial  use  of  water,  and  to  allow  Montanans  to  achieve  full 
use  of  the  state's  water  by  providing  grant  and  loan  financing 
for  water  development  projects.    Almost  any  water-related 
project  or  activity  is  eligible  for  funding.    Examples  of  loan  and 
grant  projects  include: 


installation  and  rehabilitation  of  irrigation  systems, 

building  and  repairing  irrigation  dams. 

streambank  stabilization. 

installation  of  water  nionilurini;  and  im-asurint;  devices. 
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installation  and  rehabilitation  of  rural  and  community 

water  systems, 

hydropower  projects,  and 

water-related  feasibility  studies  and  data  management. 

Each  water  development  grant  project  is  evaluated  and  priori- 
tized by  DNRC,  and  a  recommendation  is  made  to  the  Gover- 
nor.  The  Governor  in  turn  makes  a  recommendation  to  the 
Legislature.    No  grant  may  e.xceed  $100,000.    Legislative 
approval  is  required  for  all  water  development  grants. 

The  department  has  a  $10  million  bonding  authority  under  the 
private  loan  program.    As  of  June  30,  1990,  total  outstanding 
debt  for  the  private  loan  program  was  $3,490,000.    Each  loan  is 
limited  to  a  maximum  of  $200,000.   The  department  director  has 
final  approval  for  private  loans. 

Public  loans  under  $200,000  are  included  under  the  same  bond- 
ing authority  and  outstanding  debt  for  private  loans.    For  public 
loans  over  $200,000,  the  department  has  a  $250  million  bonding 
authority.   Total  outstanding  debt  for  the  public  loan  program 
was  $31,145,000  as  of  June  30,  1990.    Legislative  approval  is 
required  for  all  public  loans. 

Inception:     1981 

Funding:      Grants  -    Coal  Severance  Taxes  (.625%)  and  interest 
income  from  the  Resource  Indemnity 
Trust  Fund  (30%) 

Loans   -    private,  general  obligation  (GO)  bonds 

-  public  under  $200,000,  GO  bonds 

-  public  over  $200,000,  coal  severance  tax 
revenue  bonds 

Activity:      Grants: 

Since  1981  -  89  projects,  $5,073,005  total 
1989  Legislature  -  12  projects,  $631,668  total 

Private  Loans: 

Since  1981  -  74  loans,  $5,021,157  total 
FY  1989-90  -  6  loans,  $564,604  total 
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Public  Loans: 

under  $200,000;    Since  1981 
total 


7  loans,  S468,910 


over  $200,000: 


FY  1989-90  -  no  activity 
Since  1981-50  loans, 
$25,708,170  total 
FY  1989-90  -  3  loans, 
$2,044,410  total 


Renewable  Resource 
Development  Program 


The  purpose  of  the  Renewable  Resource  Development  Program 
is  to  conserve,  protect,  and  develop  renewable  resources  to 
preserve  Montana's  natural  heritage  and  maintain  the  quality  of 
public  resources  such  as  land,  air,  water,  fish,  wildlife,  and 
recreational  opportunities.    Natural  resource-related  projects  or 
activities  which  conserve,  protect,  manage,  or  develop 
Montana's  renewable  resources  arc  eligible  for  funding. 
Renewable  resources  include  soil,  surface  water,  groundwater, 
vegetation,  fish  and  wildlife,  recreation,  and  range  land 
resources.    Examples  of  funded  projects  include  recreation  area 
development,  water  system  improvements,  habitat  improvement, 
timber  improvement,  riparian  (green  areas  immediately  adjacent 
to  water)  improvement,  water  reservation  development,  and 
natural  resources  education. 


Only  public  entities  with  statutory  borrowing  authority  are 
eligible  for  loans  or  grant  and  loan  combinations.    Individual 
grants  or  loans  may  not  exceed  $100,000.    Grant  and  loan 
combinations  may  not  exceed  $200,000.   The  application  process 
is  the  same  as  the  process  for  the  Water  Development  Grant 
Program.   The  Legislature  makes  the  final  funding  decision. 
The  loan  program  has  a  $5  million  bonding  authority. 


Inception:   1975 
Funding:     Grants 


Coal  Severance  Tax  money  (.625'1'm)  and 
interest  income  from  the  Resource 
Indemnity  Trust  Fund  (S'Xi) 
Loans    -    general  ohlij-alion  bonds 
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Activity:     Grants: 

Since  inception  -  89  projects,  $7,290,131  total 
1989  Legislature  -  12  projects  under  contract  to 
date,  $468,443  total 

Loans: 

Since  inception  -  5  loans,  $538,276  total 
1989  Legislature  -  1  loan,  $85,000 


Reclamation  and  Develop- 
ment Grant  Program 


The  purpose  of  the  Reclamation  and  Development  Grant  Pro- 
gram is  to  fund  projects  that  "indemnify  Montana  citizens  for 
the  effects  of  mineral  development  on  public  resources  and  that 
meet  other  crucial  state  needs  serving  the  public  interest  and  the 
total  environment  of  the  people  of  Montana".   Grants  may  not 
exceed  $300,000,  and  any  public  entity  is  eligible  to  receive 
funding.   The  application  process  is  the  same  as  the  process  for 
the  Water  Development  Grant  Program.   The  Legislature  makes 
final  funding  decisions. 


Examples  of  funded  projects  include  mine  and  exploration  site 
reclamation,  hazardous  waste  cleanup,  and  stream  restoration. 

Inception:     1985 

Funding:      46%  of  the  interest  income  from  the  Resource 
Indemnity  Trust  Fund 

Activity:      Since  inception  -  64  projects,  $10,465,959  total 
1989  Legislature  -  15  projects,  $2,896,522  total 


Rangeland  Improvement 
Loan  Program 


The  purpose  of  the  Rangeland  Improvement  Loan  Program  is  to 
provide  low-interest  loans  to  Montana  farmers  and  ranchers  for 
rangeland  development  and  improvement.    Projects  include 
stockwater  development,  cross  fencing,  establishment  of  grazing 
systems,  reseeding,  mechanical  renovation,  and  sagebrush  man- 
agement.  The  interest  rate  is  set  annually  by  the  DNRC 
director.    Initially,  the  interest  rate  for  the  loans  was  set  at  zero 
percent.   The  current  rate  is  four  percent.   The  maximum  loan 
amount  is  $25,000. 
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Applications  are  initiated  in  local  conservation  districts.    After 
the  local  district  reviews  and  approves  the  application,  it  is 
forwarded  to  the  Conservation  Districts  Bureau  at  DNRC.   The 
Rangeland  Resource  Executive  Committee  reviews  each  applica- 
tion, then  forwards  approved  applications  to  the  department 
director.   The  department  director  has  final  approval  of  loans. 


Cooservation  District 
Grant  Program 


Inception:     1979 

Funding:      Initially,  the  1979  Legislature  appropriated  $300,000 
from  the  Renewable  Resource  Development  Fund  to 
the  program.   The  1981  Legislature  appropriated 
$350,000  to  continue  the  program.    In  1983,  the 
program  received  an  ongoing  appropriation  to  ensure 
funding  through  June  30,  1989.    A  revolving  account 
was  also  established  through  legislation  in  which  all 
repayments  on  outstanding  loans  are  used  to  make 
future  loans.    Since  July  1,  1989,  the  department 
used  funds  from  the  revolving  loan  account  to  fund 
projects.    The  account  balance  was  $749,772  as  of 
October  I,  1990. 

Activity:      Since  inception  -  67  loans,  $991,266  total 
FY  1989-90  -  4  loans,  $63,071  total 


The  purpose  of  the  Conservation  District  Grant  Program  is  to 
grant  funds  to  conservation  districts  to  enhance  soil  and  water 
resources.    Money  is  granted  based  on  need.    A  conservation 
district  must  have  levied  all  maximum  county  mills  (one  1/1000 
of  each  dollar  of  taxable  property)  for  the  current  fiscal  year 
before  being  eligible  for  a  grant.    Projects  must  show  both 
public  benefit  as  well  as  conservation  benefit. 


Statutes  specify  areas  eligible  for  funding.    Funds  can  be  used 
for  surveys,  research,  planning,  feasibility  studies,  and  construc- 
tion of  projects.   The  end  result  must  be  conservation  of  the 
land  and  its  resources.    Projects  include  saline  seep  research, 
control  and  prevention  of  soil  erosion,  flood  prevention,  water 
resources  conservation,  tillage  and  grazing  practices,  no-till 
drills,  streambank  stabilization,  and  technical  assistance. 
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Applications  originate  in  conservation  districts  throughout 
Montana.    The  application  then  goes  to  the  Conservation 
Districts  Bureau  of  DNRC.    i:)NKC  staft"  review  the  applications 
for  completeness,  then  pass  them  on  to  the  Resource  Conserva- 
tion Advisory  Council.   The  council  makes  recommendations, 
but  the  department  director  gives  the  final  approval. 


Inception:  1981 

Funding:    0.19%  of  the  Coal  Severance  Tax 

Activity:     Since  inception  -  221  grants,  $1,551,049  total 
FY  1989-90  -  25  grants,  $94,355  total 


Department  of 
Commerce 


Overall,  we  reviewed  21  programs  within  the  Department  of 
Commerce.   The  programs  we  reviewed  can  be  classified  into 
three  types:  loans,  grants,  and  tax  credits.    Programs  are 
included  under  the  Board  of  Housing,  Board  of  Investments, 
Health  Facility  Authority,  Montana  Science  and  Technology 
Alliance,  Local  Government  Assistance  Division,  Business 
Development  Division,  and  Aeronautics  Division.   The  following 
figure  illustrates  the  relationship  of  the  programs  we  reviewed 
within  the  department's  organization. 
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Figure  3 
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Board  of  Housing 


Single  Family  Bond 
ProRrain 


The  Board  of  Housing  (BOH)  was  established  to  provide  decent, 
safe,  and  sanitary  housing  for  lowrr  incoiuo  incliv  iiliials  aiul 
families.    Under  the  Hoard  of  Housing  we  reviewed  five  pro- 
grams: the  Single  ramiiy  Bond  Program,  the  Mortgage  Credit 
Certificate  Program,  the  MultiFamily  Bond  Program,  the  Low 
Income  Housing  Tax  Credit  Program,  and  the  Reverse  Annuity 
Mortgage  Loan  Program. 

The  purpose  of  the  Single  Family  Bond  Program  is  to  improve 
the  ability  of  lower  income  individuals  and  families  to  purchase 
homes  within  Montana.   The  program  is  primarily  designed  to 
assist  first-time  home  buyers.    Bonds  are  issued  to  provide 
below  market  rate  home  mortgage  loan  funds.    Borrowers  must 
meet  certain  annual  income,  prior  ownership,  location,  and 
house  price  restrictions.   The  mortgages  purchased  by  BOH  are 
either  insured  by  the  Federal  Housing  Administration  or  guar- 
anteed by  the  Department  of  Veteran's  Affairs. 


Mortgage  Credit  Certif- 
icate Program 


Inception:     1977 

Funding:      Tax-exempt  mortgage  revenue  bonds 

As  of  June  30,  1990  -  20  bond  issues,  6  trust  inden- 
tures, $910,125,799  total  bond  proceeds 

Activity:      Since  inception  -  14,717  loans,  $665,275,844  total 
FY  1989-90  -  748  loans,  $33,400,195  total 

The  purpose  of  the  Mortgage  Credit  Certificate  Program  is  to 
assist  lower  income  individuals  and  families  in  the  purchase  of 
their  first  home.    BOH  issues  federal  tax  credits  rather  than 
providing  mortgage  loan  funds.    The  program  benefits  Montana 
lower  income  homebuyers  who  qualify  by  reducing  their  federal 
tax  liability.    BOH  has  a  20  percent  credit  authority  on  the  total 
amount  of  the  mortgage  loan.    Mortgage  credit  certificates 
average  about  $9,600.    An  individual  can  only  use  a  maximum 
of  $2,000  annually  in  federal  tax  credits,  but  tax  credits  can  be 
carried  forward  and  used  in  subsequent  years. 


Inception:     1987 

Funding:      Converted  mortgage  revenue  bond  autiiority. 
Initially,  $10,000,000  in  tax  credit  authority. 
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An  additional  $60,000,000  in  mortgage  revenue 
bond  authority  was  converted  to  $15,000,000  in  tax 
credit  authority  in  1089. 

Activity:       Since  inception  -  approximately  1,600  mortgage 

credit  certificates  issued  (approximately  $15,300,000 
in  federal  tax  credits) 

FY  1989-90  -  469  certificates  issued,  $4,485,066  in 
federal  tax  credits  total 

MultiFamily  Bond  The  purpose  of  the  Multifamily  Bond  Program  is  to  finance 

Program  construction  of  new  multifamily  units  or  rehabilitation  of  exist- 

ing units  for  low  income  multifamily  rental  housing.    Operations 
of  this  program  are  similar  to  tiie  Single  Family  Bond  Program, 
but  the  intent  is  to  provide  low  cost  rental  housing  instead  of 
low  cost  financing  to  purchase  homes.    Under  the  program, 
BOH  purchases  multifamily  mortgage  loans  and  provides 
construction  financing.    In  order  to  receive  funding,  projects 
must  meet  certain  federal  requirements  including  rent  restric- 
tions and  renter  income  levels.    All  projects  are  insured  by  the 
Federal  Housing  Administration. 

According  to  Board  of  Housing  officials,  the  program  has  been 
inactive  since  1982.    Reasons  for  inactivity  include  high  interest 
rates,  increases  in  construction  costs,  and  changes  in  federal 
programs.    In  addition,  the  Tax  Reform  Act  of  1986  subse- 
quently halted  the  issuance  of  tax-exempt  bonds.   This  area  is 
discussed  further  on  page  46. 

The  Board  of  Housing  requested  and  received  spending  author- 
ity from  the  1989  Legislature  to  establish  a  new  program  to  issue 
tax-exempt  multifamily  bonds.    The  new  bonds  will  meet  the 
requirements  of  the  1986  Tax  Reform  Act.   To  date,  no  activity 
has  occurred  under  the  program. 

Inception:     1978 

Funding:       Prior  to  1986  -  tax-exempt  Industrial  Development 
Bonds 

1978  to  1982  -  $24,410,000  total  bond  proceeds 
Currently  -  none 
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Low  Income  Housing  Ta\ 
Credit  Program 


Activity;       Since  inception  -  668  multiramily  units,  $21,330,085 
total  (196  units  received  loans  t\)r  construction  only, 
$6,202,400) 
F-Y  1989-90  -  no  activity 

The  purpose  of  the  Low  Income  Housing  Tax  Credit  Program  is 
to  provide  for  the  retention,  rehabilitation,  and  construction  of 
low  income  rental  housing  through  the  allocation  of  federal  tax 
credits.   The  federal  Tax  Reform  Act  of  1986  established  the 
Low  Income  Housing  Tax  Credit  Program,    Qualifying  rental 
housing  must  meet  certain  federal  low  income  occupancy  and 
rent  limitation  requirements.   Tax  credits  issued  to  qualified 
building  owners  by  BOH  are  good  for  10  years,  but  require- 
ments must  be  met  for  15  years.    The  members  of  the  Board  of 
Housing  have  final  approval  of  tax  credit  allocations. 


Reverse  Annuity  Mortgage 
Loan  Program 


Inception:     1987 

Funding:       Federal  tax  credits  -  annual  allocation  of  $1.25  per 
Montana  resident 

Activity:       Since  inception  -  21  projects,  377  low  income  rental 
units,  $1,175,340  federal  tax  credits  annually 
FY  1989-90  -  8  projects,  105  units,  $345,541  total 
tax  credits 

The  purpose  of  the  Reverse  Annuity  Mortgage  Loan  Program  is 
to  allow  lower  income,  elderly  homeowners  to  convert  the  equity 
in  their  homes  into  cash  to  provide  their  own  in-home  support. 
Participants  must  be  68  years  or  older.    Potential  borrowers  must 
first  complete  a  reverse  annuity  mortgage  counseling  program. 
Maximum  and  minimum  loan  amounts  are  $40,000  and  $15,000 
respectively.   The  loan  is  set  at  7  percent  for  10  years.    A 
borrower  may  receive  up  to  80  percent  of  the  Federal  Housing 
Administration's  estimated  value  of  the  home.    A  lump  sum 
payment  of  up  to  $2,500  may  be  received  at  loan  closing. 


Inception:     October,  1990 

Funding:      $730,000  from  the  Housing  Trust  Fund 

Activity:       None  -  new,  pilot  program  established  through 
authorization  from  the  1989  Legislature. 
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Board  of  Investments  We  reviewed  nine  loan,  grant,  and  tax  credit  programs  admin- 

istered by  the  Board  of  Investments  (BOl).   The  programs 
include  the  Mortgage  Loan  Program,  the  Coal  Tax  Loan  Pro- 
gram, the  Pooled  and  Stand  Alone  Industrial  Revenue  Bond 
Programs,  the  Montana  Conservation  Reserve  Payment 
Enhancement  Program,  the  Montana  Cash  Anticipation  Finance 
Program,  the  Intermediate  Term  Capital  Program,  the  Irrigation 
District  Pooled  Loan  Program,  and  the  Montana  Capital  Com- 
pany Act. 

Mortgage  Loan  Program  The  purpose  of  the  Mortgage  Loan  Program  is  to  invest  public 

moneys  directly  in  Montana  through  purchase  of  mortgage  loans. 
There  are  four  types  of  mortgages  purchased  under  this 
program:   conventional  residential.  Federal  Housing  Admini- 
stration/Veteran's Affairs,  multifamily,  and  commercial.   The 
Board  of  Investments  uses  retirement  funds  to  purchase  mort- 
gages on  one  to  four  family  buildings,  and  multifamily  or 
commercial  buildings.    Applications  are  reviewed  by  BOI  staff 
using  Federal  Home  Loan  Mortgage  Corporation  standards. 
Loans  over  $250,000  are  approved  by  the  members  of  the  Board 
of  Investments.    Loans  under  $250,000  are  approved  by  a  staff 
committee. 

Inception:     1972 

Funding:      Public  Employees'  Retirement  System  and  Teachers' 
Retirement  System  funds 

Activity:      Currently  on  BOi's  records  -  2,655  loans, 
$118,643,646  balance 
Fiscal  year  1989-90  -  195  loans,  $1  1,832,767  total 

Coal  Tax  Loan  Program  The  purpose  of  the  Coal  Tax  Loan  Program  is  to  diversify, 

strengthen,  and  stabilize  the  Montana  economy,  and  to  increase 
Montana  employment  and  business  opportunities.    BOI  uses 
several  methods  for  making  loans  to  Montana  businesses  includ- 
ing purchasing  federally  guaranteed  loans,  making  economic 
development  linked  deposit  loans,  and  participating  in  business 
loans.    Investments  are  to  be  based  on  the  long-term  benefit  to 
Montana's  economy. 
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IJOI  determines  if  the  investment  will  have  the  potential  to 
maintain  and  create  jobs,  increase  per  capita  income,  or  increase 
Montana  tax  revenues.    HOI  provides  an  interest  rale  reduction 
liased  on  the  number  of  jobs  the  loan  geneialcs  o\er  a  2  year 
period.    Project  summaries  indicate  3,015  existing  jobs  will  be 
retained,  and  2,093  new  jobs  will  be  created. 

Inception:     1972 

Funding:      Permanent  Coal  Tax  Trust  Fund  (25  percent  of  all 

revenue  deposited  after  June  30,  1983)  and  principal 
payments  on  all  investments  made  from  the  Montana 
In-State  Investment  Fund. 

Activity:       Since  inception  -  21  1  loans  funded,  committed,  or 
recommended,  $75,056,430  total 
FY  1989-90  -  45  loans  funded,  $12,228,780  total 

Montana  Capital  Company  The  purpose  of  the  Montana  Capital  Company  Act  is  to  promote 

Act  the  development  of  human  resources  and  increase  the  general 

economic  welfare  of  Montana  by  making  investment  capital 
available  to  businesses  in  Montana.    An  investor/taxpayer  who 
makes  a  capital  investment  in  a  qualified  Montana  capital  com- 
pany is  entitled  to  a  state  tax  credit  equal  to  50  percent  of  the 
investment,  with  a  maximum  of  $150,000  per  investor/taxpayer. 
The  authority  to  issue  tax  credits  under  this  program  terminates 
July  1,  1991.    A  company  must  raise  at  least  $200,000  in  capital 
to  become  a  qualified  capital  company.   The  total  amount  of  tax 
credits  authorized  for  one  company  cannot  exceed  $1.5  million. 

Inception:     1983 

Funding:       BOI  has  authority  to  issue  $8  million  in  state  tax 
credits. 

Activity:  Since  inception  -  As  of  June  30,  1990,  reserved 
$7,912,500,  and  authorized  $5,852,408,  13  com- 
panies 

FY  1989-90  -  $1,500,000  reserved,  $1,500,000 
authorized,  1  company 

Municipal  Consolidation  Currently,  there  are  three  programs  operating  under  the  Munici- 

Finance  Act  pal  Consolidation  Finance  Act:  the  Montana  Cash  Anticipation 

Finance  (MCAF)  Program,  the  Intermediate  Term  Capital  Pro- 
gram (INTERCAP),  and  the  Irrigation  District  Pooled  Loan 
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(IDPL)  Program.   The  purpose  of  the  act  is  to  increase  effici- 
ency and  reduce  costs  of  borrowing  funds  for  local  governments 
in  Montana. 


The  MCAF  program  provides  local  governments  with  funds  to 
cover  temporary  cash  deficits.    INTERCAP  was  implemented  by 
the  Montana  Economic  Development  Board,  and  provides  local 
governments  with  funds  to  finance  equipment,  vehicles,  and 
some  property  improvements.    In  both  MCAF  and  INTERCAP, 
bonds  are  backed  by  BOI  to  restore  reserve  fund  deficiencies. 
The  Irrigation  District  Pooled  Loan  Program  allowed  five  irriga- 
tion districts  to  prepay  their  federal  Bureau  of  Reclamation 
loans.    The  Irrigation  District  Pooled  Loan  Program  was  a  one- 
time event,  but  BOI  could  provide  this  type  of  assistance  again. 


Economic  Development 
Bond  Act 


Inception:     1985  -  MCAF 

1987  -  INTERCAP 

1988  -  IDPL 

Funding:      Revenue  bonds 

Activity: 


Since  inception  - 

MCAF  -  132  loans,  $80,290,000  total 
INTERCAP  -  75  loans,  $11, 500,000  total 
I.D.P.L.  -  5  loans,  $4,976,000  total 

FY  1989-90  - 

MCAF  -  23  loans,  $9,485,000  total 
INTERCAP  -  26  loans,  $1,585,300  total 
IDPL  -  no  activity 


Under  the  Economic  Development  Bond  Act  there  are  three 
programs:  the  Pooled  and  Stand  Alone  Economic  Development 
Bond  Programs,  and  the  Montana  Conservation  Reserve  Payment 
(CRP)  Enhancement  Program.   The  purpose  of  the  act  is  to 
increase  job  opportunities  and  retain  existing  jobs  by  making 
funds  available  for  industrial,  commercial,  manufacturing, 
natural  resource,  agricultural,  livestock,  recreational,  tourist, 
and  health  care  development. 


The  Stand  Alone  and  Pooled  Bond  programs  provide  lower  cost 
capital  to  eligible  Montana  businesses.    \i(.)\  is  only  a  legal 
conduit  to  the  bond  market  in  the  Stand  Alone  Economic  Devel- 
opment Bond  Program.    BOI  provides  assistance  and  expertise  in 
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bond  issuance  to  potential  borrowers.    Liability  is  assumed  by 
the  borrower  anil  the  bond  trustee. 

The  Pooled  Program  provides  access  to  the  tax-exempt  bond 
market,  and  loans  funds  to  businesses  who  satisfy  program 
requirements.   The  Pooled  Program  is  currently  inactive  due  to 
changes  in  federal  tax  law  passed  in  1986.    BOI  officials  believe 
the  Pooled  Program  can  no  longer  provide  useful  financing,  and 
they  have  no  plans  for  reactivating  the  program. 

The  CRP  Enhancement  Program  is  an  economic  development 
program.    BOI  loans  farmers  a  lump  sum  amount,  and  the 
farmers  assign  their  federal  CRP  contracts  to  BOI.    Under  the 
federal  Conservation  Reserve  Payment  Program,  the  government 
pays  farmers  to  idle  erodible  land  in  return  for  annual  pay- 
ments.   Annual  payments  come  from  the  federal  government, 
not  the  farmers  holding  the  contracts.    Loan  proceeds  can  only 
be  used  for  agricultural  enterprise  projects. 

CRP  contracts  must  comply  with  federal  requirements.    BOI  is 
responsible  for  CRP  compliance,  but  has  established  rules 
requiring  the  borrower  to  retain  compliance  responsibility.    BOI 
plans  to  eventually  sell  economic  development  bonds  to  fund  the 
CRP  Enhancement  Program. 

Inception:  1983  -  Pooled  and  Stand  Alone 
1989  -  CRP  Enhancement 

Funding:  Pooled  and  Stand  Alone  -  tax-exempt  revenue  bonds 
CRP  Enhancement  -  internally  with  notes  purchased 
by  the  board 

Activity:     Since  inception  - 

Pooled  -  17  loans,  $8,575,000  total 
Stand  Alone  -  6  participants,  approximately 
$77,000,000  total 

CRP  Enhancement  -  42  loans,  $5,200,000  total 
FY  1989-90  - 

Pooled  -  no  activity 

Stand  Alone  -  no  activity 

CRP  Enhancement  -  just  implemented 
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Health  Facility  Authority  The  goal  of  the  Health  Facility  Authority  (UFA)  is  to  help  con- 

tain costs  within  health  care  facilities.   The  UFA  incurs  debt 
through  bond  issuance.   Only  501(c)(3)  health  care  organizations 
(not-for-profit,  tax-exempt)  are  eligible  to  receive  funding 
from  the  HFA.   There  are  three  programs  the  UFA  administers: 
the  Pooled  Loan  Program,  the  Single  Project  Financing  Program, 
and  the  Community  Provider  Pooled  Loan  Program. 

The  HFA  moved  to  Board  of  Investments'  facilities  in  July  of 
1989.   The  move  was  made  to  enhance  the  bond  programs  of 
each  agency.   Staff  of  the  Board  of  Investments  provide  admin- 
istrative support  and  professional  consultation  to  the  HFA. 

Pooled  Loan  Program  The  purpose  of  the  Pooled  Loan  Program  is  to  loan  funds  to 

eligible  health  care  facilities  for  construction/reconstruction, 
equipment  purchases,  and  to  refinance  existing  debt.    Financing 
can  continue  for  the  life  of  the  program,  which  runs  through 
2015.   The  program  recycles  funds  by  using  loan  principal 
repayments  to  finance  new  projects.    Rates  are  variable,  and 
averaged  about  6.5  percent  in  1989  and  6.75  percent  in  1990. 
Bonds  are  insured  by  Financial  Guaranty  Insurance  Company 
(FGIC).    HFA  staff  and  FGIC  review  and  approve  applications 
for  funding.    If  FGIC  does  not  approve  the  application,  the 
HFA  does  not  provide  financing.    The  HFA  is  considering  hav- 
ing the  Board  of  Investments  back  its  bonds  so  it  will  not  need 
an  insurer  like  FGIC.   Once  the  application  is  approved,  a 
trustee  handles  the  loan. 

Inception:     1983 

Funding:      Revenue  bonds 

Activity:       Since  inception  -  41  loans,  2  series,  $90,400,000 
total  (the  second  issue  included  refunding  of  the 
first  issue) 
FY  1989-90  -  no  activity 

Single  Project  Financing  The  purpose  of  the  Single  Project  Financing  Program  is  to  pro- 

Program  yi(jg  3  means  for  individual  health  care  facilities  to  access  the 

bond  market.  Economically,  the  Single  Project  I  inancing  Pro- 
gram is  only  applicable  to  projects  of  $2  million  and  up.  Fach 
bond  issue  is  for  a  single  project.    Interest  rates  are  set  at  the 
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same  rale  as  the  bond  issue.    A  trustee  hamiles  loans  lor  this 
program. 

Cities/counties  have  authority  to  issue  bonds,  but  the  UFA  may 
be  able  to  structure  the  bond  issue  at  a  lower  cost.   The  HFA 
approves  everything  concerning  the  project.   The  HFA  negoti- 
ates fees  and  interest  rates  on  behalf  of  the  borrower.    Interest 
and  other  associated  costs  are  paid  by  the  borrower. 


Community  Provider 
Pooled  Loan  Program 


Inception:     1983 

Funding:       Revenue  bonds 

Activity:       Since  inception  -  6  projects,  $59,505,000  total 
FY  1989-90  -  1  project.  $14,475,000 

The  purpose  of  the  Community  Provider  Pooled  Loan  Program 
is  to  provide  single-source,  low-cost  financing  for  community 
provider  capital  improvements.    The  HFA  worked  with  the 
Department  of  Social  and  Rehabilitation  Services  and  the 
Department  of  Institutions  in  establishing  the  program.    Pro- 
cedures used  by  the  HFA  for  this  program  are  similar  to  those 
used  for  the  Pooled  Loan  Program. 


Community  providers  are  any  not-for-profit,  tax-e,\empt  facil- 
ity contracting  with  Montana  to  provide  care  and  services  for 
mental  illness  or  developmental  disabilities.    Eligible  community 
providers  can  apply  for  loans  for  construction/reconstruction, 
equipment  purchases,  and  to  refinance  existing  debt.    All 
projects  and  associated  costs  must  be  identified  prior  to  bond 
issuance.   The  life  of  the  program  is  20  years.    Interest  rates  are 
fixed. 


Montana  Science  and 
Technology  Alliance 


Inception:     1988 

Funding:      Revenue  bonds 

Activity:       Since  inception  -  20  loans,  2  issues,  $7,319,000  total 
FY  1989-90  -  no  activity 

The  Montana  Science  and  Technology  Alliance  (MSTA)  was 
created  in  1985.   The  Alternative  Energy  Coal  Tax  Account  was 
initially  used  to  fund  the  program.    During  1987,  legislation  was 
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enacted  which  authorized  the  Montana  Board  of  Science  and 
Technology  Development  to  issue  up  to  $16  million  in  bonds 
over  a  five-year  period.   The  legislation  was  challenged  and  the 
Montana  Supreme  Court  declared  portions  of  the  bill  unconsti- 
tutional.  The  1989  Legislature  corrected  constitutional  defects 
with  passage  of  new  legislation.   The  new  legislation  gave  the 
board  the  authority  to  administer  $7.5  million  of  the  In-State 
Investment  Fund  for  seed  capital  project  loans.   This  authority 
extends  until  June  30,  1994.   The  new  legislation  also  provided 
for  research  and  development  project  loans. 


Seed  Capital  Program 


The  purpose  of  the  Seed  Capital  Program  is  to  encourage  inno- 
vative, scientific,  and  technological  development  by  establishing 
a  public-private  sector  partnership  with  the  expectation  of 
strengthening  and  diversifying  Montana's  economic  growth  and 
welfare. 


Venture  capital  investments,  called  seed  capital  investment  by 
MSTA,  are  high-risk  investments  which  provide  financing  to 
new  or  existing  companies  with  potential  for  a  high  level  of 
return.   These  companies  are  often  entrepreneurial  businesses  in 
the  early  stage  of  development. 

Investments  may  not  exceed  $350,000  in  any  one  round  of 
financing.   Successive  rounds  of  financing  may  not  occur  within 
a  9-month  period.   The  total  amount  invested  in  any  one  com- 
pany may  not  exceed  $750,000.    The  loan  interest  rate  is  set  at 
10.5  percent.    MSTA  anticipates  a  return  of  seven  times  the 
state's  investment  in  seven  years. 


Research  and  Development 
i*rot;ram 


Inception:     1985 

Funding:       1985  to  1987  -  Alternative  Energy  Coal  Tax 
Account 
Current  -  In-State  Investment  Fund 

Activity:       Since  inception  -  10  projects,  $1,725,750  total 
committed 

FY  1989-90  -  4  projects,  $1,205,750  total 
committed 

The  purpose  of  the  Research  and  IVvelopment  Program  is  the 
same  as  the  Seed  Capital  Pi(i^',i:iin,  lo  encourage  iiiiui\;iiiM', 
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scientific,  and  technological  development.    This  program 
provides  a  source  of  funds  to  research  organizations  in  Montana. 
These  funds  can  be  used  for  projects  which  have  the  best  tech- 
nological and  commercial  potential  for  the  state.    Research  and 
development  projects  are  funded  through  MSTA  and  through 
the  university  system  by  four  Centers  of  Excellence.   The 
Centers  of  Excellence  emphasize  research  which  has  potential 
for  broad  economic  and  commercial  development. 


Research  and  development  projects  can  be  funded  as  loans  and 
in  some  cases  as  grants.   Ten  percent  of  the  annual  allocation  of 
research  and  development  funds  may  be  in  the  form  of  grants. 
If  research  and  development  projects  generate  revenue,  MSTA 
receives  a  royalty  of  up  to  five  percent  annually.    Royalties  will 
continue  until  MSTA  receives  two  times  its  initial  investment. 


Local  Government  Assis- 
tance Division/Business 
Development  Division 


Inception:     1985 

Funding:       1985  to  1987  -  Alternative  Energy  Coal  Tax 
Account 
Current  -  General  Fund  appropriation 

Activity:      Since  inception  -  31  projects,  $2,648,906  total 
committed 
FY  1989-90  -  I  project,  $50,000  committed 


Two  divisions  are  involved  with  administration  of  the  Commu- 
nity Development  Block  Grant  (CDBG)  Program.   The  Eco- 
nomic Development  component  of  CDBG  is  administered  by  the 
Business  Development  Division.    The  Housing,  and  Public 
Facilities  components  are  administered  by  the  Local  Govern- 
ment Assistance  Division. 


Community  Development 
Block  Grant  Program 


The  purpose  of  the  CDBG  Program  is  twofold:  the  Economic 
Development  portion  of  the  program  is  to  stimulate  economic 
development  activity  by  assisting  the  private  sector;  and  the 
Housing  &  Public  Facilities  portion  of  the  program  is  to  develop 
viable  communities  by  providing  decent  housing,  healthful  and 
safe  living  environments,  and  economic  opportunities. 


All  projects  must  be  designed  to  principally  benefit  low  and 
moderate  income  families.    Under  the  Economic  Development 
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category,  CDBG  funds  are  granted  to  local  governments,  who 
loan  the  funds  to  private  businesses  in  order  to  create  or  retain 
jobs  for  low  and  moderate  income  persons.   The  Public  Facil- 
ities category  usually  combines  CDUG  funds  with  other  funds  to 
make  water  and  sewer  system  improvements  affordable  to  low 
and  moderate  income  families.   The  Housing  category  is 
designed  to  make  low  and  no  interest  loans  to  low  and  moderate 
income  families  so  they  can  rehabilitate  homes  in  substandard 
condition.    Funds  are  also  provided  to  communities  to  demolish 
or  make  improvements  to  vacant  and  unsafe  buildings. 

CDBG  funds  are  intended  to  fill  a  funding  gap  when  alternative 

sources  of  public  and  private  financing  are  not  adequate.    The 
U.S.  Department  of  Housing  and  Urban  Development  requires 
all  states  to  have  at  least  75  percent  of  the  total  annual  grant 
allocation  awarded  and  under  contract  within  12  months.    All 
remaining  funds  must  be  awarded  and  under  contract  within  15 
months.    All  projects  must  receive  at  least  a  l-to-1  funding 
match.    The  department  director  makes  the  final  decision  on 
grant  awards  after  reviewing  staff  recommendations. 

Inception:     1982 

Funding:       Federal  grants 

Activity:      Since  inception  -  30  economic  development 

projects,  37  housing  projects,  77  public  facilities 
projects,  $44,966,027  awarded 

FY  1988-89  -  8  economic  development  projects,  2 
housing  projects,  1  1  public  facilities  projects, 
$5,245,900  awarded 


Aeronautics  Division  The  Aeronautics  Division  administered  the  Airport  Lending 

Program  which  terminated  as  of  June  30,  1989.    Originally,  the 
Aeronautics  Division  completed  the  paperwork  on  the  loans. 
Bonds  were  sold  through  the  Department  of  Administration  to 
fund  the  program.   Currently,  the  Department  of  Commerce 
processes  loan  payments.   The  Department  of  Administration  is 
responsible  for  investing  unused  bond  proceeds,  and  niakinp, 
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debt  service  payments.    Because  of  inclusion  within  SJR  20,  we 
leviowt'd  the  program  to  (li'U't mine  if  Mu'rr  is  ni'i'd  fin 
recslablisiinu'ni. 

Airport  Lending  Program  The  purpose  of  the  Airport  Lending  Program  was  to  provide 

loans  for  the  sponsor's  share  of  airport  improvement  projects 
authorized  by  the  federal  Airport  and  Airway  Improvement  Act 
of  1982.   Generally,  communities  borrowed  funds  through  the 
program  to  use  as  matching  funds  for  larger  federal  grants. 
Under  the  Federal  Aviation  Administration's  (FAA)  Airport 
Improvement  Program,  the  federal  government  granted  90 
percent  of  required  funding  for  qualified  projects.   The  state 
loaned  the  remaining  ten  percent  of  the  cost.    The  Board  of 
Aeronautics  approved  the  loans.    Once  a  project  was  initiated, 
the  FAA  monitored  activity. 

Inception:        1983 

Termination:  June  30,  1989 

Funding:         Long-Range  Building  Program  Bonds  with  a 
maturity  date  of  10  years 

Initially,  the  Airport  Lending  Program  used  an 
earmarked  revenue  account  to  provide  funds  for 
airport  improvements.    A  revolving  loan  account 
was  established,  but  the  account  ran  out  of  money. 
The  department  then  turned  to  bond  proceeds  as  a 
source  of  funding  for  the  program. 

Activity:         Since  inception  -  37  loans,  $1,910,751  total 
FY  1988-89  -  1  1  loans,  $51 1,757  total 


Summary  The  following  figure  summarizes  program  activity  since  incep- 

tion for  all  programs  we  reviewed.   The  figure  is  divided  into 
loans,  grants,  and  tax  credits.    Information  is  not  available  for 
the  loan  portions  of  the  Agricultural  Finance  Program  under  the 
Department  of  Agriculture,  and  the  Mortgage  Loan  Program 
under  the  Board  of  Investments.    In  addition,  some  tax  credit 
information  is  estimated. 
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Figure  4 

State  Loan/Grant  Programs 

Activity  Summary 

(All  Programs  Reviewed  Since  Inception) 


** 


$32,905,808(2. 6%) 


$71,798,331(5.  7%) 


$1,145,940,293(91. 7%) 


Loans 


Grants 


Tax  Credits 


*  Some  program  activity  information  not  available 

**  Estimated 

Source:       Compiled  by  the  Office  of  the  Legislative  Auditor  from 
various  department  records 
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InlnMliu'liim  We  u'\'K'wt'il  :ill  |)r()j',i;iins  lisdnl  in  SIR  ^0  (Si-i-  Apprmliv    \).  :is 

well  as  Other  similar  programs,  for  duplication  of  effort,  simi- 
larities in  operations,  financial  soundness,  need,  demand,  level 
of  activity,  and  compliance  with  legislative  intent. 

Program  similarities  such  as  purpose,  participants,  projects, 
funding  sources,  operations,  and  results  were  used  as  indicators 
for  potential  consolidation.    Potential  modification  involved 
reviewing  the  possibility  of  transferring  program  administration 
to  other  agencies  to  increase  efficiency  and  effectiveness. 
Potential  elimination  was  considered  based  on  program  inact- 
ivity. 

Although  we  identified  potentials  for  consolidation,  modifica- 
tion, or  elimination  of  several  programs,  we  did  not  identify  any 
changes  to  these  programs  which  would  significantly  reduce 
costs,  benefit  program  operations,  program  participants,  or  the 
state.   The  following  sections  summarize  our  findings  regarding 
loan/grant  programs  administered  by  the  three  departments 
reviewed. 


Department  of  Of  the  four  programs  we  reviewed  under  the  Department  of 

Agriculture  Agriculture,  two  had  no  similarities  with  other  state  programs, 

or  showed  possibilities  for  consolidation,  modification,  or 
elimination.   The  Agricultural  Finance  Program  is  a  small 
program  specific  to  agriculture.   The  Montana  Noxious  Weed 
Trust  Fund  Grant  Program  is  also  a  small  program,  and  the 
program  is  specific  to  weed-related  problems  in  Montana. 
Regarding  the  other  two  programs,  one  has  not  had  time  to 
develop  results  and  the  other  is  proposed  for  elimination  in 
1991.   These  two  programs  are  discussed  in  the  following  sec- 
tions. 
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Montana  Growth  Through 
Agriculture  Program 


The  Montana  Growth  Through  Agriculture  Program  was  trans- 
ferred to  the  Department  of  Agriculture  during  the  1989  Legis- 
lative Session.   The  department's  program  is  very  similar  to  the 
Seed  Capital  Program  at  the  Montana  Science  &  Technology 
Alliance.    It  has  taken  the  department  a  relatively  long  time  to 
get  the  seed  capital  part  of  the  program  operating.   The  depart- 
ment waited  for  results  from  the  Montana  Supreme  Court  case 
challenging  the  Montana  Science  and  Technology  Alliance 
legislation  before  proceeding  with  program  implementation. 
Subsequently,  the  program  has  not  had  time  to  develop  results. 


Conclusion:  No  determination  on  consolidation,  modi- 

fication, or  termination  can  be  made  at 
this  time. 


Montana  Agricultural 
Loan  Authority 


The  Montana  Agricultural  Loan  Authority  (MALA),  also 
referred  to  as  the  Beginning  Farmer  Loan  Program,  has  only 
approved  two  loans  since  inception  of  the  program.    Even 
though  MALA  is  referred  to  in  statute,  the  loan  program  is 
inactive. 


Program  funding  came  from  proceeds  of  the  sale  of  tax-exempt 
bonds.   The  Tax  Reform  Act  of  1986  limited  the  authority's 
ability  to  issue  tax-exempt  bonds.    MALA  obtained  an  inter- 
agency loan  from  the  General  Fund  for  $197,294.   The  depart- 
ment made  one  loan  payment  of  $1 1,145.    House  Bill  2,  Laws  of 
1987,  forgave  the  loan,  program  funding  was  not  continued,  and 
the  authority's  one  FTE  was  eliminated. 

Because  MALA  is  still  referred  to  in  statute,  people  may  believe 
the  program  is  still  operational.    MALA's  board  is  still  intact, 
and  recent  appointments  are  the  same  as  those  made  to  the 
Agriculture  Development  Council,  but  the  board  has  not  met 
regarding  MALA  since  1986.    There  are  no  FTE  allocated  to  the 
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program,  and  there  is  no  appropriation  authority,  so  there  would 
not  ho  any  cost  savings  from  program  elimination. 

Legislation  was  introduced  to  the  1991  Legislature,  at  the 
request  of  the  Department  of  Agriculture,  to  repeal  the  MALA 
Act. 


Conclusion:  Elimination  appears  appropriate. 


Department  or  Natural 
Resources  and  Conser- 
vation 


For  the  seven  programs  reviewed  at  the  Department  of  Natural 
Resources  and  Conservation  (DNRC),  five  have  no  similarities 
or  possibilities  for  consolidation,  modification,  or  elimination. 
These  are:   the  Conservation  District  Grant  Program,  the 
Renewable  Resource  Development  Program,  the  Reclamation 
and  Development  Grant  Program,  and  the  Water  Development 
Public  Loan  and  Grant  Programs.    DNRC  has  completed  some 
internal  consolidation  for  the  Water  Development  Public  Loan 
and  Grant  Programs. 


Of  the  two  remaining  programs:    the  Rangeland  Improvement 
Loan  Program  could  be  transferred  to  other  departments,  but  no 
significant  benefit  is  evident;  and  the  Water  Development 
Private  Loan  Program  was  reviewed  for  possible  elimination. 
These  programs  are  discussed  in  the  following  sections.    We  also 
reviewed  the  possibility  of  transferring  administration  of  the 
Irrigation  District  Pooled  Loan  Program  administered  by  the 
Board  of  Investments  to  DNRC.   Our  findings  are  discussed  in 
the  Board  of  Investments  section  of  this  chapter. 
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Rangeland  Improvement 
Loan  Program 


The  Rangeland  Improvement  Loan  Program  was  established  to 
provide  low  interest  loans  to  Montana's  farmers  and  ranchers  for 
rangeland  development  and  improvement  projects.    Projects 
include:   stockwater  development,  cross  fencing,  establishment 
of  grazing  systems,  reseeding,  mechanical  renovation,  and 
sagebrush  management.    Because  of  the  types  of  projects  funded 
under  the  program,  there  is  potential  for  transfer  of  program 
administration  to  the  Department  of  Agriculture  and/or  the 
Department  of  Livestock. 


The  program  is  tied  directly  to  local  conservation  districts.    In 
order  to  maintain  program  effectiveness,  this  relationship  should 
not  be  jeopardized.   Thus,  the  only  feasible  approach  to 
program  modification  appears  to  be  through  transfer  of  the 
entire  Conservation  Districts  Bureau.   This  type  of  move  could 
increase  costs  because  either  department  would  subsequently 
have  to  reorganize  and  add  staff. 

Currently,  the  Conservation  Districts  Bureau  at  DNRC  works 
with  more  than  just  agricultural  projects.   The  Rangeland 
Improvement  Loan  Program  appears  to  function  adequately  at 
DNRC.   Some  staff  would  have  to  remain  at  DNRC  to  admin- 
ister the  Water  Development  Private  Loan  program  and  the 
Conservation  District  Grant  program.   Transfer  of  program 
administration  is  possible,  but  there  does  not  seem  to  be  any 
significant  benefit  as  a  result. 


Conclusion: 


Modification  not  appropriate. 
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Water  Development 
Private  Loan  Program 


During  our  preliminary  review,  we  identified  a  concern  with  the 
number  of  loans  in  default  under  the  Water  Development 
Private  Loan  Program.   This  led  to  review  for  possible  modifi- 
cation or  elimination. 


Since  program  inception,  74  loans  have  been  made  for  a  total  of 
$5,021,157.   Of  the  74  loans,  4  (5.4%)  are  in  default.    DNRC 
officials  estimate  losses  of  the  four  loans  to  be  $380,000  (7.6%). 

According  to  a  state  bank  examiner  official,  if  an  ordinary  bank 
has  more  than  1.5  percent  of  loans  in  default,  the  bank  would  be 
more  cautious  in  processing  new  loans.    The  examiner  said  the 
program's  loss  experience  is  high  compared  to  a  well  run  bank. 

DNRC  officials  believe  default  problems  were  a  result  of 
economic  situations,  and  procedures  used  by  previous  program 
administrators.    In  addition,  the  department  experienced  staff 
turnover  in  previous  years  which  may  have  caused  inconsistency 
in  loan  approvals. 

Current  program  administrators  have  established  procedures  to 
control  the  number  of  defaults.    Better  review  of  background 
information  is  conducted.   Security  of  loans  has  improved  and 
seems  to  be  assessed  more  effectively.   The  loan  approval 
process  has  also  improved  with  increases  in  the  level  of  applica- 
tion review.   Overall,  procedures  appear  to  provide  assurance 
for  loan  repayment. 

In  summary,  there  does  not  appear  to  be  a  need  at  this  time  for 
program  modification  or  termination.   The  Water  Development 
Private  Loan  Program  seems  to  provide  financing  that  is  not 
available  from  commercial  lending  institutions.    Interest  rates 
are  two  percent  to  three  percent  lower  than  market  rates,  loans 
are  carried  long  term,  and  loan  amounts  meet  the  needs  of 
smaller  projects.   Current  procedures  address  the  apparent 
causes  of  the  relatively  high  default  rate. 
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Conclusion:  Modification  or  elimination  not  appro- 

priate. 


Department  of 
Commerce 


There  are  21  loan  or  grant  programs  administered  by  seven 
divisions  under  the  Department  of  Commerce.   Of  the  21 
programs  we  reviewed,  four  displayed  no  similarities  or  possi- 
bilities for  consolidation,  modification  or  elimination.    Of  the 
remaining  programs,  one  was  just  implemented,  one  was 
eliminated  in  1989,  and  one  is  no  longer  used.   The  remaining 
14  programs  showed  some  potential  for  termination,  transfer, 
consolidation,  or  modification.    The  following  sections  discuss 
our  findings. 


Local  Governmeat  Assis- 
tance Division/Business 
Development  Division 


Two  divisions  administer  the  Community  Development  Block 
Grant  Program  (CDBG).   The  Local  Government  Assistance 
Division  administers  the  Housing  and  Public  Facilities  portions 
of  the  program,  and  the  Business  Development  Division  admin- 
isters the  Economic  Development  portion  of  CDBG.   The  sepa- 
ration of  program  administration  was  completed  because  the 
Business  Development  Division  focuses  on  economic  develop- 
ment.  The  separation  appears  to  be  functioning  adequately. 


The  Community  Development  Block  Grant  Program  is  a 
federally  funded  program.   We  did  not  identify  any  program 
similarities  or  possibilities  for  consolidation,  modification,  or 
elimination. 


Aeronautics  Division 


Although  the  Airport  Lending  Program  administered  by  the 
Aeronautics  Division  terminated  as  of  June  30,  1989,  we 
reviewed  the  program  to  determine  if  there  is  need  for  reestab- 
lishment.    We  contacted  various  airport  facility  managers 
throughout  Montana  to  obtain  input  on  program  need.    Contacts 
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with  airport  managers  indicated  the  larger  airports  have  not 
been  effected  by  discontinuance  of  the  program.    However,  the 
smaller  airports  may  have  been  detrimentally  effected. 

Airport  Lending  Program  The  program  received  two  appropriations  of  Long-Range  Build- 

ing Program  bond  proceeds.   The  first  was  for  $1,300,000  in 
1983,  and  the  second  was  for  $1,700,000  in  1985.   Some  1983 
funds  were  not  utilized  due  to  project  changes.    Unused  bond 
proceeds  from  the  1983  issue  were  transferred  to  the  Long- 
Range  Building  Program  (LRBP).   The  LRBP  is  administered  by 
the  Architecture  and  Engineering  Division,  Department  of 
Administration.   The  LRBP  makes  debt  service  payments  for  the 
1983  issue.   Some  1985  funds  were  not  loaned  out  due  to 
dropping  market  rates.    Unused  bond  proceeds  from  the  1985 
issue  are  invested  in  Short-Term  Investment  Pool  (STIP). 

Program  participation  decreased  after  the  first  year  of  the 
program.    Statutes  required  all  loans  made  to  mature  no  later 
than  the  maturity  date  of  the  bonds,  which  was  10  years. 
According  to  division  officials,  this  interfered  with  the  program 
after  the  first  four  years  because  they  believed  communities 
could  not  borrow  money  and  pay  it  back  within  six  years.   The 
50th  Legislature  extended  the  program,  and  lifted  the  require- 
ment that  loans  be  only  for  the  sponsor's  share  of  the  federal 
Airport  Improvement  Program. 

If  matching  funds  cannot  be  obtained,  airports  may  not  qualify 
for  the  federal  grant  program.    Montana's  State  Aviation  System 
Plan,  prepared  by  the  Aeronautics  Division,  the  Federal  Avia- 
tion Administration,  the  Montana  Aeronautics  Board,  and  an  1 1 
member  technical  advisory  committee,  concludes  that  Montana's 
airports  are  generally  in  good  condition.   The  Plan  states  the 
greatest  future  problem  facing  airports  is  the  lack  of  adequate 
funding  for  airport  improvements  and  routine  maintenance. 
The  Aeronautics  Division  completed  the  third  phase  of  the  State 
Aviation  System  Plan  in  September  1990.    The  division's  review 
indicates  37  smaller  airports  will  require  $22,466,000  for 
developments  during  the  next  five  years. 
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Our  review  indicates  possibilities  for  airports  to  obtain  matching 
funds  through  the  Board  of  Investments  INTERCAP  program. 
Initial  contact  between  BOI  and  the  Aeronautics  Division 
indicates  loans  can  be  made  to  airports  to  match  federal  funds. 
However,  the  Aeronautics  Division  is  concerned  with  the  five 
year  loan  maturity  requirement  which  BOI  funding  would  carry. 
The  division  believes  loans  should  mature  at  ten  years  in  order 
to  keep  loan  payments  at  a  minimum.   The  Airport  Lending 
Program  failed  due  to  a  similar  concern. 

Currently,  there  is  no  state  program  dedicated  to  lending  money 
to  state  airports.   If  state  airports  need  funding  to  match  federal 
grants,  and  BOI  funding  is  not  suitable,  the  Aeronautics 
Division  should  seek  establishment  of  a  new  program  to  meet 
airport  needs.   We  do  not  believe  the  previous  Airport  Lending 
Program  should  be  reactivated  because  it  could  not  adequately 
provide  funding. 


Conclusion: 


Reactivation  not  appropriate. 


Board  of  Investments 
(BOI) 


At  the  Board  of  Investments,  the  Montana  Cash  Anticipation 
Finance  Program,  the  Intermediate  Term  Capital  Program,  and 
the  Stand  Alone  Economic  Development  Bond  Program  have  no 
identified  similarities  to  other  state  programs.   We  did  not 
identify  possibilities  for  consolidation,  modification,  or 
elimination. 


Pooled  Economic  Develop- 
ment Bond  Program 


The  Pooled  Economic  Development  Bond  Program  is  no  longer 
used  by  the  Board  of  Investments.   The  program  became  inact- 
ive due  to  changes  resulting  from  the  federal  Tax  Reform  Act 
of  1986.    BOI  officials  believe  the  program  no  longer  provides 
useful  financing. 
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Conclusion:  No  longer  active. 


Coal  Tax  Loan  Program 


The  Coal  Tax  Loan  Program  has  similarities  to  the  Seed  Capital 
Program  administered  by  the  Montana  Science  and  Technology 
Alliance  (MSTA),  but  it  does  not  appear  consolidation  would  be 
beneficial.   This  is  discussed  further  on  page  43  under  MSTA. 


Montana  Capital  Company 
Act  (MCCA) 


A  report  by  the  Legislative  Fiscal  Analyst's  Office  indicated  the 
MCCA  is  a  costly  program  and  suggested  options  for  gathering 
more  comprehensive  data  on  capital  company  operations, 
improving  state  oversight,  and  maximizing  positive  impact  on 
Montana's  economy.   The  Legislative  Finance  Committee  reque- 
sted the  Department  of  Commerce  to  review  the  MCCA  and 
report  back  to  it.    Recommendations  were  made  to  the 
Committee  regarding  program  modifications.   Currently,  the 
Department  of  Commerce  has  halted  program  operation.   The 
program's  authority  to  issue  tax  credits  is  statutorily  scheduled 
to  terminate  on  July  1,  1991. 


The  Legislative  Finance  Committee  has  approved  four  recom- 
mendations regarding  the  MCCA.   The  recommendations 
include:    revising  the  administrative  rules  of  the  Board  of 
Investments,  requesting  the  Financial  Division  of  the  department 
to  complete  examinations  of  all  capital  companies,  increasing  the 
oversight  of  capital  company  operations,  and  revising  statutes  to 
increase  the  positive  impact  on  Montana's  economy.   The 
Department  of  Commerce  has  initiated  actions  addressing  these 
recommendations. 


Conclusion:  No  determination  on  consolidation,  modi- 

fication, or  termination  can  be  made  at 
this  time. 
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Mortgage  Loan  Programs  Both  the  Board  of  Investments  (BOI)  and  the  Board  of  Housing 

(BOH)  have  mortgage  loan  programs.    BOI's  Mortgage  Loan 
Program  was  established  as  a  way  to  invest  public  retirement 
funds  directly  in  Montana.    BOI  uses  Public  Employees'  Retire- 
ment System  and  Teachers'  Retirement  System  dollars  to  buy 
mortgages  on  one  to  four  family  buildings,  and  80  percent  of 
the  total  mortgage  for  multifamily  (more  than  four  families)  and 
commercial  buildings.    BOI  purchases  both  conventional  and 
guaranteed  mortgages. 

The  Single  Family  Bond  Program  at  the  Board  of  Housing  was 
established  for  the  purpose  of  improving  the  ability  of  lower 
income  individuals  and  families  to  purchase  homes  within  the 
state.   Individuals  and  families  must  meet  certain  requirements 
to  qualify  for  loans  under  this  program.    BOH's  Multifamily 
Bond  Program  was  established  to  provide  rental  housing  for 
lower  income  families.   The  Multifamily  Bond  Program  is  very 
similar  to  the  Single  Family  Bond  Program,  but  it  only  deals 
with  multifamily  rental  units  rather  than  individual  and  single 
family  ownership. 

Basically,  BOH  and  BOI  go  through  the  same  procedures  to 
purchase  mortgages,  but  program  objectives  are  different. 
Because  of  these  differences  there  does  not  appear  to  be  any 
cost  savings  or  benefit  from  consolidation.    Funding  sources  and 
the  intent  of  each  program  is  very  different.    BOH's  mission  is 
to  be  a  housing  finance  agency.    Programs  administered  by  BOH 
are  not  part  of  an  investment  function.    BOH  provides  funds  to 
assist  low  income  individuals  and  families  with  housing.    BOI 
uses  retirement  money  to  purchase  mortgages  as  an  investment. 
BOH's  goal  is  to  provide  housing,  and  BOI's  goal  is  to  make 
money.    In  addition,  it  does  not  appear  there  would  be  any 
significant  savings  from  consolidation.    Most  of  the  staff  at  both 
agencies  would  be  needed  to  continue  administering  all 
programs. 
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Conclusion:  Consolidation  not  appropriate. 


Irrigation  District  Pooled  We  identified  similarities  between  various  water-related  pro- 

Loan  Program  grams  administered  by  the  Department  of  Natural  Resources  and 

Conservation  and  BOl's  Irrigation  District  Pooled  Loan  Program. 
We  reviewed  the  possibility  of  transferring  administration  of  the 
Irrigation  District  Pooled  Loan  Program  to  DNRC. 

BOI  established  this  program,  under  general  statutory  authority, 
to  take  advantage  of  the  opportunity  for  states  to  prepay  U.S. 
Bureau  of  Reclamation  loans.   There  were  seven  irrigation 
districts  who  qualified  for  the  program  and  borrowed  money  to 
prepay  loans.    BOI  sold  bonds  and  used  the  proceeds  to  prepay 
the  loans  and  pay  program  costs.    The  only  expertise  required 
was  the  ability  and  authority  to  provide  financing  to  the  irriga- 
tion districts.   The  Municipal  Finance  Consolidation  Act,  Title 
17,  chapter  5,  part  16,  MCA,  gives  BOI  the  authority  to  issue 
bonds  for  this  type  of  refinancing. 

BOI  officials  indicate  the  Irrigation  District  Pooled  Loan 
Program  was  a  one-time  event.   This  type  of  financing  is  not 
likely  to  occur  again  for  the  irrigation  districts,  but  could  be 
used  for  other  programs. 


Conclusion:  Consolidation  not  appropriate. 


Conservation  Reserve  Because  the  CRP  Enhancement  Program  involves  agriculture,  it 

Payment  Enhancement  seems  logical  for  an  agency  with  agricultural  expertise  to  have 

Program  some  involvement.   We  reviewed  the  program  to  determine 

whether  the  Department  of  Agriculture  should  be  involved  with 

the  program. 
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BOI  officials  indicate  there  is  built-in  protection  for  the  pro- 
gram.   BOI  hired  a  private  contractor  with  agricultural  and  CRP 
experience  to  monitor  the  CRP  contracts  in  order  to  assure 
compliance.   If  requirements  are  not  met  BOI  holds  back  escrow 
money.    In  addition,  BOI  holds  the  first  mortgage  on  the 
property.    BOI  plans  to  fund  the  CRP  Enhancement  Program 
with  bond  proceeds,  but  the  program  is  currently  funded  inter- 
nally.   As  currently  operated  by  BOI,  the  program  seems  to  be 
working. 

The  Department  of  Agriculture  is  not  involved  in  the  CRP 
Enhancement  Program  because  management  believes  the 
program  has  risk,  and  Montana  could  end  up  owning  land  in 
order  to  obtain  repayment.    In  addition,  the  Department  of 
Agriculture  does  not  have  authority  to  issue  bonds,  and  does  not 
have  the  ability  to  fund  the  program  internally. 

Department  of  Agriculture  officials  do  not  want  to  be  involved 
in  program  administration.    The  program  appears  to  be 
adequately  monitored.   Thus,  modification  does  not  seem  bene- 
ficial. 


Conclusion:  Modification  not  appropriate. 


Health  Facility  Authority  There  are  three  programs  administered  by  the  Health  Facility 

Authority  (HFA):  the  Pooled  Loan  Program,  the  Single  Project 
Financing  Program,  and  the  Community  Provider  Pooled  Loan 
Program.   The  HFA  had  already  completed  physical  consolida- 
tion with  the  Board  of  Investments,  so  we  identified  and 
reviewed  the  potential  for  organizational  consolidation.    Some 
consolidation  of  operations  took  place  due  to  the  elimination  of 
one  FTE.    HFA  and  BOI  now  share  one  FTE  between  them. 
The  major  advantages  of  relocation  for  UFA  were  support  staff 
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and  shared  expertise.    It  appears  the  physical  relocation  has 
already  maximized  all  potential  for  savings  and  program 
enhancement. 

Consolidation  of  the  Board  of  Investments  and  the  HFA  is 
another  issue.   The  board  of  the  HFA  reviews  and  approves  each 
loan.    According  to  HFA  officials,  the  board  has  a  very  active 
involvement.    Four  of  the  seven  members  are  directly  involved 
with  hospitals.    HFA  officials  believe  maintaining  its  own 
identity  is  important  to  program  operations.   The  intent  of  each 
program  is  different.   The  HFA's  intent  is  to  help  contain  health 
care  costs,  where  BOI's  intent  is  to  invest  moneys  for  maximum 
return. 

A  BOI  official  said  its  board  would  have  problems  with 
increases  in  workload  due  to  consolidation.    It  does  not  appear 
consolidation  of  boards  would  be  beneficial. 


Conclusion: 


Consolidation  not  appropriate. 


MonUna  Science  and 
Technology  Alliance 


In  conjunction  with  our  SJR  20  audit,  we  conducted  a  limited 
scope  performance  audit  of  the  Montana  Science  and  Technol- 
ogy Alliance  (MSTA).   We  identified  the  potential  for  consolida- 
tion of  MSTA  with  the  Board  of  Investments  (BOI).    Consolida- 
tion is  possible,  but  there  wouldn't  be  any  significant  savings 
and  it  may  decrease  program  effectiveness. 


MSTA  was  established  to  strengthen  and  diversify  Montana's 
economy  by  making  venture  capital  investments  in  science  and 
technology  development  projects.    MSTA  makes  relatively  high- 
risk  investments.    BOI's  intent  is  to  invest  state  funds  under  the 
"prudent  expert  principle"  to  minimize  risk  and  maximize 
return. 
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MSTA  officials  believe  consolidation  with  another  entity  would 
be  detrimental  to  their  operation  due  to  loss  of  identity.    MSTA 
personnel  believe  they  need  to  give  the  appearance  of  being  a 
private  company.   They  say  this  is  crucial  to  maintaining  good 
rapport  with  clientele. 

One  of  the  strengths  seen  during  our  audit  of  MSTA  was  its 
board's  involvement  with  funding  projects.    Problems  could 
result  from  board  consolidation  due  to  differences  in  board 
operations.   As  a  result,  program  efficiency  and  effectiveness 
could  be  decreased.   In  addition,  it  appears  all  FTE  would  have 
to  be  retained,  so  no  cost  savings  would  result. 


Conclusion:  Consolidation  not  appropriate. 


Board  of  Housing  (BOH) 


The  Board  of  Housing's  Reverse  Annuity  Mortgage  Loan 
Program  is  a  new  program.   The  program  was  just  implemented 
and  has  had  no  activity,  so  we  did  not  review  it  for  possible 
consolidation,  modification,  or  elimination. 


During  our  preliminary  review,  we  identified  several  programs 
which  purchase  mortgage  loans.   The  programs  identified  are 
the  Single  Family  and  Multifamily  Bond  Programs  at  the  Board 
of  Housing,  and  the  Mortgage  Loan  Program  at  the  Board  of 
Investments  (BOI).   We  reviewed  the  possibility  for  consolida- 
tion of  these  three  programs.   Our  findings  were  discussed 
earlier  under  the  Board  of  Investments. 


Tax  Credit  Programs 


We  identified  three  tax  credit  programs:  the  Mortgage  Credit 
Certificate  Program  and  the  Low  Income  Housing  Tax  Credit 
Program  administered  by  BOH,  and  the  Montana  Capital 
Company  Act  administered  by  BOI.    We  reviewed  the  possibility 
of  consolidation  of  these  three  programs.    It  doesn't  appear  any 
benefit  or  cost  savings  would  result  from  program  consolidation. 
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The  Mortgage  Credit  Certificate  (MCC)  Program  at  BOH  helps 
qualified  Montana  homebuyers  by  reducing  their  federal  tax 
liability.  Each  year  a  qualified  borrower  may  claim  20  percent 
of  their  mortgage  interest  paid  as  a  direct  federal  tax  credit. 
Unused  portions  of  MCC's  may  be  carried  forward  for  three 
years.  There  are  federal  requirements  which  must  be  met  to 
qualify  for  an  MCC. 

Bonding  authority  is  converted  to  tax  credits  at  a  ratio  of  4  to  1. 
BOH  officials  said  the  MCC  program  is  just  a  different 
mechanism  for  the  Single  Family  Program.   The  program  is 
intended  to  assist  homebuyers.    Lenders  approve  borrowers,  but 
BOH  does  not  purchase  the  loan,  they  only  issue  the  tax  credits. 

The  Low  Income  Housing  Tax  Credit  Program  resulted  from  the 
Tax  Reform  Act  of  1986.   The  intent  of  Congress  was  to  retain, 
rehabilitate,  and  construct  rental  housing  for  low  income 
persons.   The  program  was  initially  a  three  year  program. 
Congress  then  extended  the  program  until  September  30,  1990, 
and  recently  extended  the  program  until  the  end  of  calendar 
year  1991.   Congress  required  appropriate  administering 
agencies  to  develop  plans  defining  the  process  which  will  be 
used  to  distribute  Low  Income  Housing  Tax  Credits.    BOH 
cannot  allocate  more  tax  credits  to  one  development  than  is 
required  to  make  the  development  economically  feasible. 

Federal  law  requires  a  state  housing  credit  agency  to  be 
designated  by  executive  order  or  state  statute  before  credit 
authority  is  apportioned.    BOH  was  designated,  by  Governor's 
Executive  Order,  as  the  appropriate  agency  to  perform 
Montana's  housing  tax  credit  allocation  functions. 

The  Montana  Capital  Company  Act  (MCCA)  at  BOI  is  designed 
to  generate  venture  capital  through  state  tax  credit  incentives. 
An  investor  can  receive  a  tax  credit  equal  to  50  percent  of  their 
investment,  up  to  a  maximum  of  $150,000,  in  qualified  Montana 
capital  companies. 
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In  comparing  these  three  programs,  the  only  common  link  is  the 
issuance  of  tax  credits.   Other  than  this,  these  programs  are  not 
related.   The  Mortgage  Credit  Certificate  Program  and  the  Low 
Income  Housing  Tax  Credit  Programs  are  similar,  but  they  are 
already  administered  by  the  same  agency.   Both  these  programs 
seem  to  be  appropriately  located. 


Conclusion:  Consolidation  not  appropriate. 


Mortgage  Sales  During  the  course  of  our  audit,  we  obtained  information  regard- 

ing the  sale  of  mortgages  held  by  BOH.    It  is  possible  for  mort- 
gages which  BOH  has  purchased  to  be  sold  on  the  secondary 
market  at  a  discounted  rate.   After  reviewing  available  informa- 
tion, we  determined  it  does  not  appear  beneficial  for  BOH  to 
sell  its  mortgages. 

There  are  several  reasons  why  this  modification  of  current 
procedures  does  not  seem  appropriate.    If  mortgages  are  sold, 
BOH  would  first  use  funds  from  the  sale  of  the  mortgages  and 
bond  reserve  money  to  retire  all  bonds  associated  with  the 
mortgages  sold.    However,  because  of  the  nature  of  the  program, 
mortgages  held  by  BOH  carry  interest  rates  lower  than  the 
market.   The  discount  necessary  to  sell  the  mortgages  may  cause 
problems  with  available  funds  to  make  bondholder  payments.    In 
addition,  some  bonds  could  not  be  retired  early  due  to  restric- 
tions within  the  trust  indentures. 

If  mortgages  are  marketed  and  sold,  any  excess  revenues 
remaining  after  retiring  all  bonds  would  be  subject  to  arbitrage 
and  legal  restrictions.    Federal  restrictions  allow  bond  issuers  to 
generate  a  specific  amount  of  revenue  associated  with  bond 
proceeds.    Any  revenues  in  excess  of  this  restriction  are  required 
to  be  paid  to  the  federal  government.    By  state  law,  revenue  not 
otherwise  restricted  could  only  be  used  by  BOH  to  address 
housing  needs  in  Montana. 
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There  is  also  polential  for  mortgaK<-*  sales  to  effect  future  bond 
sales  and  bond  ratings.    Early  bond  paynu-nt  may  effect 
investors'  satisfaction  with  BOH  bonds  due  to  loss  of  long-term 
tax-exempt  interest  earnings.    Bond  rating  agencies  may  view 
the  sale  of  mortgages  as  non-housing  related  and  lower  BOH 
bond  ratings. 


Conclusion:  Modification  not  appropriate. 


Multifamily  Bond  Program  The  Board  of  Housing  (BOH)  administers  the  Multifamily  Bond 

Program  which  issues  tax-exempt  Industrial  Development  Bonds 
(IDBs)  to  fund  the  construction  of  new,  or  the  rehabilitation  of 
existing,  low  income  multifamily  rental  housing. 

The  Multifamily  Program  has  been  inactive  since  1982.    BOH 
officials  indicate  inactivity  resulted  from  high  interest  rates, 
increases  in  construction  costs,  and  cuts  in  the  federal  Section  8 
Program,  all  during  1982.   The  Tax  Reform  Act  of  1986 
changed  the  requirements  for  issuance  of  IDBs.   In  addition,  the 
one  FTE  position  for  the  Multifamily  Program  is  vacant.    A 
BOH  official  said  they  have  been  unable  to  fill  the  position 
because  in-state  applicants  lack  expertise  and  out-of-state 
applicants  will  not  accept  the  position's  salary  level.   The  Board 
of  Housing  is  holding  project  applications,  and  in  doing  so,  are 
giving  the  perception  the  Multifamily  Bond  Program  is  still 
active. 

Need  for  this  type  of  program  seems  to  exist.   We  contacted 
officials  at  various  housing  authorities  in  Montana  and  they  said 
there  is  a  need  for  low  income  housing.    BOH  has  held  two 
project  applications  for  two  years  due  to  BOH's  lack  of  exper- 
tise.   Housing  authorities  around  Montana  indicate  waiting  lists 
for  rental  housing  are  growing.   Some  waiting  lists  have  over 
700  names.    Evaluation  of  current  housing  needs  in  Montana 
will  provide  BOH  with  information  necessary  to  determine  what 
types  of  programs  are  needed.   Officials  at  BOH  recognize  the 
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need  for  low  income  rental  housing  in  Montana,  yet  they  have 
not  reactivated  the  Multifamily  Bond  program  or  provided 
funding  through  another  program  to  address  these  needs. 


Conclusion:  Reactivation  seems  appropriate. 


Summary  We  identified  potential  for  consolidation,  modification,  or 

elimination  of  various  programs.    Although  potentials  exist,  we 
did  not  identify  any  program  changes  which  would  significantly 
improve  operations  and  services  provided,  or  produce  substantial 
cost  savings. 

Each  program  we  reviewed  has  a  specific  purpose.   There  are 
some  programs  with  the  same  general  purpose,  but  program 
participants  are  different.    Other  programs  simply  have 
different  purposes.   Based  on  our  review,  changes  in  these 
programs  could  adversely  affect  program  services,  which  could 
result  in  adverse  effects  for  program  participants. 

The  following  figure  summarizes  the  conclusions  reached  during 
our  evaluation.   The  column  indicating  "no  action"  identifies 
programs  where  we  identified  no  similarities  or  possibilities  for 
consolidation,  modification,  or  elimination.   The  Montana 
Growth  through  Agriculture  Program  under  the  Department  of 
Agriculture  has  not  had  time  to  develop  results,  and  we  did  not 
make  a  determination  on  the  Montana  Capital  Company  Act 
under  the  Board  of  Investments.   The  remaining  columns 
indicate  our  conclusions  regarding  program  consolidation, 
modification,  elimination,  and  reactivation. 
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PROGRAM 

CONCLUSION 

No  Action 

Consolidation 

Modification 

Elimination 

Reactivation 

Montana  Growth  Through  Agriculture 

X 

Agricultural  Finance 

X 

Montana  Agricultural  Loan  Authority  Act 

YES 

Montana  Noxious  Weed  Trust  Fund  Grant 

X 

Water  Development  Public  Loan 

X 

Water  Development  Public  Grant 

X 

Water  Development  Private  Loan 

NO 

NO 

Renewable  Resource  Development 

X 

Reclamation  and  Development  Grant 

X 

Rangeland  Improvement  Loan 

NO 

Conservation  District  Grant 

X 

Single  Family  Bond 

NO 

Mortgage  Credit  Certificate 

NO 

Multifamily  Bond 

NO 

YES 

Low  Income  Housing  Tax  Credit 

NO 

Reverse  Annuity  Mortgage  Loan 

X 

Mortgage  Loan 

NO 

Coal  Tax  Loan 

NO 

Montana  Capital  Company  Act 

X 

NO 

Montana  Cash  Anticipation  Finance 

X 

Intermediate  Term  Capital 

X 

Irrigation  District  Pooled  Loan 

NO 

Pooled  Economic  Development  Bond 

NO 

Stand  Alone  Economic  Development  Bond 

X 

CRP  Enhancement 

NO 

Pooled  Loan 

NO 

Single  Project  Financing 

NO 

Community  Provider  Pooled  Loan 

NO 

Seed  Capital 

NO 

Research  and  Development 

NO 

Community  Development  Block  Grant 

X 

Airport  Lending 

NO 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor 
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Introduction 


This  chapter  provides  basic  background  information  on  state 
bond  issuance.   Currently,  seven  authorities  have  issued  bonds: 
the  Commissioner  of  Higher  Education,  the  Department  of 
Natural  Resources  and  Conservation,  the  Department  of  Admin- 
istration, the  Board  of  Investments,  the  Health  Facility 
Authority,  the  Board  of  Housing,  and  the  Department  of  High- 
ways.  The  types  of  bonds  issued  and  debt  service  arrangements 
varv  between  authorities. 


The  Department  of  Health  and  Environmental  Sciences  has 
authority  to  use  bonds  proceeds,  issued  through  the  Department 
of  Administration,  for  solid  and  hazardous  waste  and  wastewater 
programs.   The  Department  of  Commerce  has  authority  to  issue 
railroad  rehabilitation  and  rolling  stock  revenue  bonds  to 
finance  specific  railroad  projects  located  within  Montana. 
These  two  departments  have  not  used  this  bond  authority. 


Types  of  Bonds  Issued 


There  are  several  types  of  bonds  issued  by  Montana's  seven 
issuance  authorities  including:  general  obligation  bonds,  revenue 
bonds,  special  tax  bonds,  industrial  development  bonds,  and 
revenue  and  tax  anticipation  notes  (short-term  bonds).   Certifi- 
cates of  participation  have  also  been  used  to  raise  funds  to 
acquire  equipment.    If  bonds  meet  Internal  Revenue  Code 
requirements,  the  interest  on  the  bonds  is  exempt  from  federal 
and  state  income  tax. 


General  obligation  (GO)  bonds  are  backed  by  the  full  faith, 
credit,  and  taxing  power  of  the  government  issuing  the  bonds. 
GO  bonds  are  usually  repaid  with  general  revenues,  in  Montana, 
with  General  Fund  moneys. 

Revenue  bonds  are  backed  by  a  specific  revenue  source. 
Revenue  sources  vary  and  include  fees,  project  income,  and 
taxes.   Special  tax  bonds  are  revenue  bonds  secured  by  a  specific 
tax.   One  type  of  special  tax  bonds  Montana  issues  are  Coal 
Severance  Tax  Bonds. 
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Industrial  Development  Bonds  (IDBs)  are  issued  by  a  govern- 
ment to  finance  a  facility  or  equipment  which  will  be  leased  to  a 
private  corporation.   The  bonds  are  not  backed  by  the  issuer, 
but  by  the  credit  of  the  private  corporation.   The  Tax  Reform 
Act  of  1986  restricted  the  tax-exempt  status  of  IDBs,  thus  most 
IDBs  are  now  taxable. 

Revenue  and  tax  anticipation  notes  are  short-term  notes,  usually 
paid  within  one  year  of  issuance,  which  are  backed  by  the  full 
faith,  credit,  and  taxing  power  of  the  issuer.    Anticipation  notes 
are  usually  issued  to  help  with  cash  flow  needs. 

Certificates  of  Participation  (COPs)  are  not  bonds,  but  they  are 
issued  in  the  same  manner.    COPs  are  sold  to  investors  and 
proceeds  are  deposited  with  a  trustee.    Under  a  COP,  a  govern- 
ment enters  an  agreement  with  anotlier  entity  to  acquire  equip- 
ment or  build  a  facility.   The  government  then  leases  the  equip- 
ment or  facility,  and  instead  of  debt  service,  the  government 
pays  annual  operating  expenses  and  an  annual  lease  payment  is 
made  to  the  trustee.   The  trustee  uses  lease  payments  to  buy 
back  COPs.   Once  all  certificates  are  redeemed,  ownership  of 
the  equipment  or  building  is  transferred  to  the  government. 

Each  bond  issuance  is  rated  by  an  independent  rater.   Currently 
Montana  issuance  authorities  use  two  raters:  Standard  &  Poor's 
Corporation  and  Moody's  investors  Service  Inc.    Each  bond  is 
judged  and  rated  according  to  the  rater's  credit  risk  evaluation. 
Bond  ratings  are  not  recommendations  to  purchase,  sell,  or  hold 
bonds.    In  addition,  bond  ratings  do  not  imply  that  an  audit  has 
been  conducted  by  the  rater.    Once  a  rating  is  established,  the 
rater  has  authority  to  change  or  withdraw  that  rating  at  any  time 
prior  to  maturity  of  the  bond.    Rating  criteria  vary  between 
rating  corporations  and  between  individual  bond  issues.    Evalua- 
tion criteria  used  by  Standard  &  Poor's  include  economic 
factors,  debt  factors,  administrative  factors,  and  fiscal  factors. 
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Bond  Issuance  Pn)ccss 


I  he  bond  issuance  process  varies  between  authorities  and 
individual  issues.   The  following  figure  illustrates  the  general 
bond  issuance  process  used  by  Montana's  bond  issuance  author- 
ities. 


Figure  6 

General  Bond  Issuance  Process 


Prograa 

Funding 

Necessary 


Source:     Compiled  by  the  Office  of   the  Legislative  Auditor 


Financial  Services  Used 
By  Issuance  Authorities 


Issuance  authorities  require  specific  expertise  to  assist  in  issuing 
bonds  and  to  assist  in  ensuring  bonds  are  tax  exempt.   The 
following  section  discusses  the  different  types  of  services 
retained  by  state  issuance  authorities  and  how  the  service 
providers  are  selected. 
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Financial  Team  Members 


There  are  four  groups  involved  in  the  bond  issuance  process. 
The  members  of  these  groups  are  often  known  as  the  financial 
team  and  include  the  following: 


Financial  Advisors  -  provide  advice  on  bond  issuance 
procedures  and  marketability.   Two  authorities  use  the 
statewide  financial  advisor  (discussed  further  on  page  57), 
two  select  financial  advisors  through  a  competitive  process, 
and  three  authorities  do  not  use  a  financial  advisor  because 
they  ha\e  in-house  expertise  and  because  they  use  the 
expertise  of  other  financial  team  members. 

Bond  Counsel  -  gives  a  legal  opinion  on  the  tax  basis  for 
the  bonds  and  assists  the  authority  in  development  of  the 
trust  indenture.    The  trust  indenture  is,  in  essence,  a 
contract  between  the  issuer  and  the  trustee.    Five  authorities 
use  the  same  bond  counsel,  the  rest  use  different  bond 
counsel,  and  bond  counsel  may  change  depending  on  the 
issue.    Four  authorities  indicated  they  negotiate  with  bond 
counsel  rather  than  use  a  competitive  bid  process.    Three 
authorities  use  a  competitive  process. 

Underwriters  -  purchase  and  distribute  bonds  to  buyers. 
Two  authorities  indicated  they  select  underwriters  competi- 
tively all  the  time.    The  other  five  indicated  they  may 
competitively  bid  or  they  may  negotiate,  depending  on  the 
type  of  issue.    More  complex  issues  are  normally  negotiated. 
For  the  seven  most  recent  issues,  one  from  each  state 
authority,  10  different  underwriters  were  used. 

Trustees  -  provide  the  service  of  collecting  and  distributing 
bond  related  payments.   The  trustee  typically  maintains 
funds  such  as  the  revenue  fund,  the  bond  payment  fund 
and  the  bondholder  reserve  fund.    The  number  of  different 
funds  varies,  with  complex  issues  ha\  ing  more  funds  than 
simple  issues.   The  trustee  usually  analyzes  the  reserve 
requirements  for  each  bond  issue  at  the  end  of  the  bond 
year.   For  general  obligation  bonds,  the  state  may  contract 
with  a  trustee  to  act  as  paying  agent  and  the  state  treasurer 
acts  as  trustee  of  funds.   Three  authorities  select  the  trustee 
through  a  competitive  process,  two  authorities  negotiate, 
one  authority  uses  both  methods  depending  on  the  situation, 
and  we  were  not  able  to  get  information  from  one  authority 
due  to  an  authority  position  vacancy. 
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I  hree  authorities  are  extensively  involved  with  members  of  the 
financial  team  during  the  entire  bond  issuance  process.   This 
includes  involvement  with  the  trustee  after  the  bonds  are  issued. 
These  three  authorities  issue  bonds  more  often  than  the  others, 
and  have  staff  devoted  to  bond  issuance.   The  other  four 
authorities  compile  information  for  the  official  statement,  then 
have  the  financial  team  lead  them  through  the  rest  of  the 
process.   The  official  statement  summarizes  the  issuing  author- 
ity's operations  and  trust  indenture  requirements.    Potential 
investors  use  the  official  statement  to  determine  whether  to 
purchase  the  bonds. 

The  issuing  authorities  must  pay  fees  for  the  above  services. 
The  percentage  of  fees  varies  with  the  bond  issuance  complexity 
and  with  the  size  of  the  issue.    Underwriters  deduct  fees  for 
services  directly  from  the  total  bond  proceeds.   This  fee  is  called 
the  underwriter  discount.   Other  issuance  fees  are  also  paid  from 
bond  proceeds,  but  these  fees  are  paid  from  a  special  account 
established  within  the  trust  indenture. 


Bondholder  Reserve 
Requirements 


A  bondholder  reserve  fund  is  established  to  provide  some  assur- 
ance to  bondholders  for  repayment.    A  portion  of  bond  proceeds 
are  required  to  be  deposited  in  the  bondholder  reserve  fund. 
Bondholder  reserve  requirements  are  stated  within  the  trust 
indenture.   The  bondholder  reserve  requirement  varies,  and  may 
be  controlled  by  the  source  of  money  the  bonds  are  paid  off 
with.   Generally,  the  more  secure  the  source  of  revenue,  the  less 
required  for  a  bondholder  reserve  fund.   General  obligation 
bonds  are  backed  by  the  full  faith  and  credit  of  the  state,  which 
means  they  are  the  most  secure  type  of  bond  and  a  minimal 
reserve  requirement,  if  any,  is  necessary. 


The  following  chart  depicts  the  differences  in  percent  of  issu- 
ance costs  to  the  total  issue  amount  and  the  percentage  of  the 
initial  reserve  deposit  to  the  total  issue  amount  for  the  most 
recent  issues  for  each  issuance  authority.    According  to  the 
chart,  the  University  System  issue  (agency  I)  required  an  initial 
reserve  deposit  of  33  percent.   The  University  System  bonds  are 
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backed  by  pledged  fee  revenues  at  the  individual  institutions, 
requiring  a  larger  percentage  of  reserve  requirement.    The  chart 
also  indicates  the  Department  of  Administration's  general  oblig- 
ation bond  issue  (agency  3a)  required  no  initial  reserve  deposit. 
For  the  Department  of  Highways  (agency  6),  issuance  costs 
totaled  $235,000  and  the  issue  was  for  $150,000,000,  so  the 
percentage  was  very  low,  0.16  percent. 


Figure  7 

State  Issuance  Authorities 

Issuance  Costs  and  Reserve  Deposits 
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Statewide  Bond 
Issuance  Aclivily 


The  Dopartmcnt  of  Administration  is  ri-sponsible  for  several 
statewide  bund  issuance  activities.     I  he  department  couiilinates 
the  Capital  Finance  Advisory  Council  which  was  set  up  to  aid  in 
coordination  and  monitoring  of  all  bond  issuance.   The  Council's 
membership  includes  department  directors,  authority  board 
members,  and  legislators. 

Governor's  Executive  Order  #1-90  requires  the  Department  of 
Administration  to  contract  and  establish  the  duties  of  a  state- 
wide financial  advisor,  and  to  serve  as  staff  to  the  Council.   The 
order  requires  state  issuance  authorities  to  submit  a  financing 
plan  to  the  Council  with  amounts  to  be  borrowed,  timing  of  the 
issuance,  descriptions  of  the  programs  and  projects  to  be 
financed,  security  structure,  purpose  of  the  financing,  and  key 
features  of  the  financing. 

The  Advisory  Council  is  set  up  to: 


1. 

-) 

3. 


4. 
5. 

6. 


provide  oversight  of  state  debt. 

prepare  a  state  debt  management  plan. 

compile  and  update  a  statewide  master  debt  issuance 

schedule. 

report  to  the  Governor  as  needed. 

notify  the  Board  of  Examiners  of  all  meetings  and  keep  the 

Board  informed  of  council  activities. 

serve  as  a  coordinating  council  to  provide  information 

among  and  between  state  issuance  authorities. 


The  statewide  financial  advisor  is  retained  to  assist  the  state 
with  bond  issuance,  and  to  ensure  proper  debt  issuance.   The 
financial  advisor  is  also  available  to  provide  services  to  indivi- 
dual authorities,  upon  request.    Issuance  authorities  are  not 
required  to  use  the  state's  financial  advisor.    The  Council 
retained  a  new  financial  advisor  in  August  1990. 

The  Department  of  Administration  is  responsible  for  staffing 
the  Council.   The  department  recently  developed  and  filled  a 
new  Administrative  Officer  position  whose  duties  include  staff- 
ing the  Council  and  coordination  of  bond  issuance  activities. 
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Montana's  Issuance 
Authorities 


The  following  sections  discuss  the  seven  issuance  authorities  and 
the  types  of  bonds  issued  by  each. 


Department  of  Admini- 
stration (Dof  A) 


DofA  issues  general  obligation  bonds  for  the  state.   The  depart- 
ment issues  bonds  for  buildings,  and  issues  tax  and  revenue 
anticipation  notes  for  the  General  Fund.    All  DofA  bonds  are 
approved  by  the  Board  of  Examiners.    Members  of  the  Board  of 
Examiners  are  the  Governor,  the  Secretary  of  State,  and  the 
Attorney  General.    All  tax  supported  debt  must  be  approved  by 
the  Board  of  Examiners.    General  obligation  bonds  are  all 
backed  by  the  full  faith  and  credit  of  the  state.   The  department 
also  issued  certificates  to  purchase  a  long  term  lease  on  a 
communications  system.    DofA  issues  bonds  as  needed  for 
building  programs  and  short-term  financing. 


Board  of  Regents  and 
Commissioner  of  Higher 
Education 


The  Board  of  Regents  coordinates  bond  issuance  for  all  univer- 
sity units.   The  Board  of  Regents  approves  all  issues  and  the 
Commissioner's  office  actually  issues  the  bonds.    Bonds  are 
issued  for  various  activities,  mostly  related  to  construction, 
renovation,  or  large  equipment  purchases.   The  bonds  are 
typically  revenue  bonds  supported  by  a  specific  revenue  source 
at  the  university  units.   The  University  System  last  issued  bonds 
in  1988.   The  Commissioner's  Office  anticipates  future  issues 
will  be  pooled  issues  which  will  allow  a  higher  bond  rating  due 
to  the  umbrella  aspect  of  issuing  under  the  whole  University 
System. 


Department  of  Natural 
Resources  and  Conserva- 
tion (DNRC) 


DNRC  issues  bonds  for  water  development  and  other  resource 
programs.    The  bonds  are  either  general  obligation  bonds  backed 
by  the  full  faith  and  credit  of  the  state's  General  Fund,  or  bonds 
backed  by  coal  severance  tax  revenue.   The  department's  bond 
issuances  go  through  the  Board  of  Examiners  and  the  DofA 
because  they  are  general  obligation  bonds  or  tax  supported  debt 
(i.e.,  coal  severance  tax).    DNRC  issues  bonds  approximately 
once  per  year  depending  on  program  needs. 
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Department  of  Commerce 


There  are  three  bond  issuance  authorities  under  the  Department 
of  Commerce:  the  Board  of  Investments,  the  Health  Facility 
Authority,  and  the  Board  of  Housing. 


Board  of  Investments 
(BOI) 


BOI  issues  bonds  for  various  programs,  including  irrigation 
district  bonds  and  municipal  finance  cash  anticipation  bonds. 
All  bonds  issued  by  the  board  are  backed  by  specific  revenue 
sources  and  the  pledge  of  the  board.    Bond  issues  are  approved 
by  BOl's  board.    BOI  issues  bonds  depending  on  program  needs. 


Health  Facility  Authority 
(HFA) 


The  HFA  issues  bonds  for  health  care  facility  construction, 
renovation,  and  equipment  purchases.   The  HFA  issues  two 
types  of  bonds:   stand  alone  bonds  issued  for  a  single  facility 
and  pooled  bonds  issued  for  several  facilities.    These  bonds  are 
not  backed  by  the  HFA  or  by  the  state.   The  HFA  board 
approves  all  bond  issuances  and  applications  from  health  facili- 
ties.  The  HFA  issues  bonds  as  needed  for  health  facilities.   The 
HFA  receives  bond  issuance  assistance  and  expertise  from  the 
Board  of  Investments  when  needed. 


Board  of  Housing  (BOM) 


BOH  issues  tax  exempt  bonds  to  provide  low  interest  financing 
for  first  time  and  low  income  home  buyers  and  for  multifamily 
projects.    BOH  approves  bond  issues  as  needed  based  on  demand 
for  low  interest  financing.   The  bonds  are  backed  by  low 
interest,  federally  guaranteed  mortgages  purchased  by  BOH. 
Currently  BOH  follows  a  policy  of  frequent,  smaller  issues  in 
order  to  maintain  a  steady  flow  of  funds  to  home  buyers.    BOH 
issues  the  largest  volume  of  bonds  of  any  state  issuance 
authority. 


Department  of  Highways 


The  Department  of  Highways  issues  bonds  for  highway  con- 
struction and  renovation.   The  Board  of  Examiners  approves 
issuance  of  highways  bonds.   The  bonds  are  backed  by  pledged 
tax  revenues  such  as  Gross  Vehicle  Weight  fees,  and  gasoline 
taxes.   The  Department  of  Highways  has  not  issued  bonds  since 
1987. 
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Comparison  of  Agency  As  part  of  our  review,  we  compiled  information  regarding  the 

Bond  Issuance  total  amount  of  bonds  issued,  and  the  total  amount  of  bonds 

outstanding  for  each  bond  issuance  authority.   The  following 
chart  illustrates  bonds  outstanding  as  of  June  30,  1990,  for  state 
issuance  authorities. 
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Figure  8 

State  Issuance  Authorities 
Outstanding  Bonds  as  of  6/30/90 


University  System 
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AUTHORITIES 


University  System 
DNRC-Coal   Severance 
DNRC-General 
Dof A-General 
Dof A-Certif icates 
Board   of    Investments 
Health   Facilities 
Department  of   Highways 
Board   of   Housing 


5.7%) 
DNRC 


(7.2%) 
Dof  A 

(27%) 
BOI 


(90%) 
Health  Facilities 


(13   8%) 
Department  of   Highways 


OUTSTANDING 
DEBT 


$80,770,000 

57.513,000 

4,390,000 

73,720.000 

4,795,000 

29,711.000 

97,765.000 

150,000,000 

585,048,000 


Total 


$1,083,712,000 


Source:     Compiled  by  Office  of  the  Legislative  Auditor  from  various 
department  records 
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Intnxluction 


This  chapter  discusses  potential  for  bond  issuance  consolidation 
and/or  coordination.    We  reviewed  procedures  followed  at  state 
bond  issuance  authorities  and  discussed  pros  and  cons  of  con- 
solidation or  coordination  of  bond  issuance  activities  with 
agency  officials.   We  also  compared  issuance  procedures  in 
Montana  with  those  of  other  states. 


Bond  Issuance  in  Other 
States 


We  contacted  1 1  states  to  determine  how  each  state  issues  bonds, 
and  whether  there  is  any  form  of  consolidation  or  coordination 
of  bond  issuances.   Most  states  have  a  centralized  issuer  for 
general  obligation  bonds  and  tax  supported  debt  (much  the  same 
as  Montana's  DofA  and  the  Board  of  Examiners).    Some  states 
have  a  central  agency  which  approves  issues  for  most  agencies 
and  coordinates  issuances  between  various  issuing  agencies. 
Most  of  these  states  had  some  separate  issuance  authorities  such 
as  housing.   Some  states  have  a  completely  consolidated  system 
where  all  bonds  are  issued  out  of  one  office.   These  states  began 
issuing  bonds  out  of  a  central  agency  and  never  had  multiple 
issuers  such  as  we  do  in  Montana.    Bond  issuance  procedures 
and  coordination  varied  between  states.    However,  states  with 
some  kind  of  coordination  indicated  increased  oversight  and 
information  sharing. 


Possibilities  for  Con- 
solidation/Coordination 


Initially  we  considered  the  concept  of  consolidation  of  all  bond 
issuance.    As  we  gathered  more  information,  we  determined 
consolidation  would  not  be  effective  because  the  missions  of  the 
programs  are  so  different  and  bond  issuance  is  driven  by 
program  needs.    A  bond  rating  agency  official  and  several 
officials  from  other  states  said  issuing  all  bonds  out  of  one 
single  agency  could  place  too  much  authority  in  one  agency.    In 
addition,  officials  from  several  states  indicated  the  marketability 
of  bonds  could  be  impaired  because  prudent  investment  restric- 
tions prevent  investors  from  buying  too  many  bonds  from  any 
one  source.    It  is  not  clearly  evident  whether  bond  ratings  would 
be  affected  by  consolidation. 
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Past  and  Current  C(M)r- 
dination  Activity 


When  we  began  our  audit,  there  was  little  coordination  between 
state  authorities.    Although  there  was  an  active  Advisory 
Council,  information  gathering  and  active  coordination  of  bond 
issuance  were  not  accomplished.    DofA  had  assigned  responsi- 
bility for  bond  coordination  to  a  position  within  the  department, 
but  the  position  had  not  been  filled  for  some  time.   The 
employee  who  formerly  held  the  position  transferred.    Bond 
issuance  duties  were  transferred  with  the  employee,  but  some 
bond  coordination  duties  were  not. 


We  met  with  officials  from  Dof/\  at  the  end  of  our  audit  work 
to  discuss  the  possibility  of  a  coordinator  and  where  the  coor- 
dinator would  be  located.    Officials  informed  us  they  were 
assigning  bond  coordinator  functions  to  a  new  Administrative 
Officer  position,  and  the  position  would  be  responsible  for 
gathering  bond  issuance  information,  conducting  quarterly 
surveys,  coordinating  with  the  legislature,  monitoring  legisla- 
tion, and  managing  the  contract  with  the  financial  advisor.    The 
position  was  filled  at  the  end  of  October  1990. 


Montana  Issuance 
Authorities  Would 
Benefit  From 
Coordination 


State  bond  issuance  would  appear  to  benefit  from  some  type  of 
coordination.    The  authorities  with  less  experience  in  bond 
issuance  would  benefit  from  the  authorities  with  extensive 
experience.   Sharing  of  information  and  oversight  would  be 
increased  if  there  was  a  coordinator  reviewing  debt  issuance  and 
compiling  information  on  a  statewide  basis.    Based  on  our 
discussions  with  other  states  and  various  financial  team 
members,  coordination  of  bond  issuances  would  be  the  most 
beneficial  approach  for  the  bond  issuance  authorities  and  the 
state. 


Coordination  could  improve  the  timing  of  bond  issuances. 
According  to  a  bond  rating  agency  official,  a  coordinated  bond 
function  could  improve  the  rating  agency's  ability  to  work  with 
the  state.   The  Legislature  and  Executive  Branch  could  benefit 
because  of  increased  information  sharing  and  availability.    A 
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coordinator  could  develop  general  policies  relating  to  bond 
issuance,  provide  information  for  the  Advisory  Council,  and 
coordinate  legislative  review.   Coordination  and  oversight  could 
help  prevent  unnecessary  issuance  costs  and  unfavorable  direc- 
tion from  the  investment  community,  and  would  help  less 
experienced  issuers  make  deals  that  are  in  the  best  interests  of 
the  state. 

To  date,  state  bond  issuance  coordination  has  been  limited. 
DofA  appears  to  be  developing  a  coordination  system.   The 
department  believes  the  advisory  council  can  be  an  effective 
means  of  coordinating  bond  issuances.    If  the  Administrative 
Officer  performs  bond  coordination  and  reports  to  the  Advisory 
Council  as  indicated  by  department  officials,  we  believe  the 
advisory  council  should  be  effective.    In  addition,  advisory 
council  effectiveness  relies  on  the  cooperation  of  all  bond  issu- 
ance authorities. 


Recommendation  #1 

We  recommend  the  Department  of  Administration,  with 
the  advice  of  the  Capital  Finance  Advisory  Council,  esta- 
blish formal  bond  Issuance  coordination  guidelines. 
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Intnxiuction 


Wo  reviewed  the  appropriateness  of  bond  reserves  at  the  Hoard 
of  Housing  (BOH)  as  a  result  of  recurring  questions  regarding 
the  amount  of  those  reserves.   The  following  sections  summarize 
our  findings. 


Appnipriatcncss  or 
Board  of  Housing  Bond 
Reserves 


The  Board  of  Housing  has  20  bond  issues  under  six  different 
indentures  for  the  Single  Family  Bond  Program.   The  board  also 
has  three  bond  indentures  for  the  Muitifamily  Bond  Program. 
As  of  June  30,  1990,  the  board  had  $570,507,996  of  outstanding 
single  family  bonds  and  $14,540,000  of  outstanding  muitifamily 
bonds,    indenture  requirements  vary.    For  example,  the  reserve 
and  redemption  requirements  differ  between  many  BOH  bond 
issuances,  depending  on  the  financial  climate  and  timing  of  the 
issuance.    Redemption  requirements  are  stated  in  the  trust 
indenture  and  the  official  statement,  and  indicate  when,  how, 
and  in  what  amounts  the  outstanding  principal  of  a  bond  will  be 
paid. 


In  many  BOH  indentures,  the  trustee  is  required  to  analyze 
reserve  balances  in  the  reserve  fund  at  the  end  of  each  bond 
year  and  determine  if  they  are  adequate.   The  revenue  fund  is 
used  to  fund  debt  service  for  bond  principal  and  interest  pay- 
ments.   Excesses  in  the  reserve  balance  are  transferred  to  the 
revenue  fund.    Reserve  balance  shortages  are  corrected  with 
transfers  from  the  revenue  fund.    When  the  revenue  fund  is  in 
excess,  the  moneys  are  transferred  to  the  program  operating 
fund.    The  program  operating  fund  is  used  to  fund  operations  of 
the  program,  including  salaries  and  expenses.    Program  operat- 
ing funds  may  be  used  to  call  bonds,  or  to  purchase  additional 
mortgages.    Fund  balances  may  not  be  used  for  any  other 
purpose.    Any  excess  revenue  not  restricted  by  a  specific 
indenture  can  only  be  used  by  BOH  to  address  housing  needs  in 
Montana. 

If  BOH  decides  to  use  fund  balances  for  other  purposes,  they 
must  consult  the  bond  rating  agencies  and  the  trustee.    BOH 


Page  67 


Chapter  VI 

Board  of  Housing  Bond  Reserves 


would  have  to  compile  cash  flow  information  indicating  the 
impact  on  the  indenture  of  withdrawing  funds.   The  bond  rating 
agencies  would  review  the  ability  to  meet  debt  service  under  the 
trust  indenture.    If  the  bond  rating  agency  concurred  with 
removing  funds,  the  board  would  have  to  obtain  approval  from 
the  trustee. 

BOH  has  issued  20  series  of  bond  issues  under  six  indentures. 
Our  review  of  indenture  documentation  indicates  the  six  series 
under  the  1977  indenture  specifically  allow  the  board  to  use 
excess  reserves  to  call  bonds,  to  purchase  additional  mortgages, 
or  to  operate  the  program.   The  four  recent  separate  indentures 
specifically  allow  the  board  to  use  excess  reserves  to  call  bonds 
or  to  operate  the  program.    Prepayments  are  used  to  call  bonds. 
The  nine  series  under  the  1979  indenture  do  not  specifically 
allow  the  board  to  use  excess  reserves  to  call  bonds  and  man- 
dates that  prepayments  be  used  to  call  bonds.   The  board  can  use 
excess  reserves  from  the  1979  indenture  only  for  reserve 
balances  or  for  purposes  specifically  detailed  in  the  indenture. 


Reserve  Balances  in 
Other  States 


We  compared  reserve  amounts  versus  outstanding  debt  for  other 
states  and  Montana  to  determine  how  BOH  reserves  relate  to 
other  housing  authority  reserves.    Reserve  amounts  ranged  from 
zero  to  37  percent.   The  following  chart  compares  Montana's 
housing  authority  reserves  with  reserve  balances  in  other  states. 
The  information  is  based  on  a  survey  of  fiscal  year  1987-88 
reserve  balances. 
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Figure  9 

Comparison  oT  Bond  Reserve  Amounts 

Montana  and  Other  States  Housing  Authorities 

Fiscal  Year  1987-88 


10« 


35X  - 
30% 
25%  - 
20%  - 
15% 
10%  - 
5% 


Hontana 


V 


V 


-■-■-■' 


0^   "¥— f^T — I — I — 1 — r — I — 1 — I — I — I — I — I — I — 1 — I — 1 — I — I — I — I — I — I — I — I — I — I — I — I — r 

FL  OM  AK  Nn  vr  WA  UT  IL  Wl  I N  OK  SD  NJ  AL  UTT  SC  PA  CA  GA  MO  NY  MT  NH  lA  HI  CT  NB  KY  VA  UN  ME  MA 

States  Reporting  Reserve  Balances 


Source:    National  Council  of  State  Housing  Agencies 


Calculation  or  Required 
Reserve  Amounts 


We  calculated  reserve  requirements  in  two  ways,  per  trust 
indenture  requirements  and  per  criteria  recommended  by 
Standard  and  Poor's  in  Municipal  Finance  Criteria.    Our  calcula- 
tion of  indenture  reserve  requirements,  as  of  June  30,  1990,  is 
$57,289,791.   According  to  the  BOH  fiscal  year  1989-90  audit 
report,  the  Board  of  Housing  has  restricted  funds  of  $59,550,000 
for  reserves.    Our  calculations  and  review  of  information 
indicate  excess  reserves  of  $2,260,209;  however,  excess  reserves 
can  only  be  used  for  specific  purposes  detailed  within  the  trust 
indentures. 
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Standard  and  Poor's  recommends  a  minimum  reserve  require- 
ment of  the  maximum  debt  service  in  any  year,  or  the  highest 
total  principal  and  interest  due  in  any  year,  for  each  issue. 
Using  Standard  and  Poor's  guidelines,  the  reserve  should  be 
$62,834,615.   This  calculation  indicates  BOH  trust  indenture 
requirements  of  $57,289,791  are  not  excessive. 

State  law  limits  use  of  excess  reserves  to  authorized  Board  of 
Housing  expenditures.    Excess  reserves,  or  reserves  over 
required  reserve  amounts  could  be  transferred  to  funds  outside 
BOH  only  by  specific  legislative  action,  and  only  if  such  trans- 
fer did  not  impair  obligations.    Because  trust  indentures  are  a 
type  of  contract,  using  reserve  balances  for  indentures  currently 
in  place  would  be  considered  an  impairment  of  an  obligation. 
Laws  could  be  changed  to  allow  future  excess  reserves,  from 
new  indentures,  to  be  transferred  for  other  purposes.    However, 
due  to  federal  restrictions,  there  may  not  be  any  excess  reserves 
available  for  use. 


Alternative  Reserve  Use 
in  Other  States 


We  reviewed  information  from  other  states  to  determine  whether 
bond  reserves  were  used  for  purposes  other  than  those  specified 
in  trust  indentures,  and  if  used,  what  resulted  from  the  action. 
We  contacted  six  states  where  housing  reserve  funds  had  been 
used  for  other  purposes,  or  where  the  legislature  attempted  to 
use  reserves.    Four  states  had  attempts  made  to  use  reserves. 
Reserves  in  those  four  states  were  not  used  because  attorneys 
determined  the  trust  indentures  did  not  allow  it,  and  because  the 
trust  could  not  be  modified  without  bondholder  consent. 


Only  two  states  have  actually  used  reserves  for  other  purposes. 
One  state  used  excess  reserves  to  fund  housing  subsidy  programs 
through  another  state  agency.   The  state  found  the  investment 
community  and  rating  agencies  believed  the  housing  authority 
was  no  longer  committed  to  its  mission  and  further  issuance  of 
bonds  would  be  difficult.    Excess  reserves  are  no  longer  used  for 
other  purposes.   The  second  state  used  reserves  from  several 
different  issuance  authorities  to  fund  an  economic  development 
project.    As  a  result,  the  states'  housing  authority  reserves  are 
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not  ;i(lc(ni:iU'ly  lundocl  and  the  aiilliorily  li;ul  a  net  loss  last  yiMi 
Aiithdiiiy  atloirioys  believe  there  will  he  piohlenis  hecause  liiisi 
indentures  did  not  allow  for  use  of  reserves,  and  reserves  are  not 
adequately  funded.    In  addition,  the  unfunded  reserves  are  now 
an  obligation  of  the  state,  an  unusual  situation  for  a  state 
housing  authority. 


Conclusion  Our  review  of  authoritative  information  indicates  Board  of 

Housing  reserves  are  established  within  the  trust  indentures. 
According  to  our  calculations,  there  is  an  excess  in  the  current 
level  of  reserves;  however,  excess  reserves  can  only  be  used  for 
specific  purposes,  and  the  current  reserve  requirements  are 
below  the  level  suggested  by  Standard  and  Poor's  guidelines. 
Regardless  of  the  source  of  any  excess  funds,  statute  and/or 
trust  indentures  do  not  allow  anyone  except  BOH  to  use  the 
money.   Current  Board  of  Housing  reserves  help  maintain  low 
interest  rates  and  high  bond  agency  ratings.    Low  interest  rates 
are  critical  for  BOH  to  meet  its  objective  of  providing  low- 
interest  loans  to  low  income  home  buyers. 
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Mr.  Jim  Pellegrini 
Deputy  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
Helena,  Montana   59620 

Dear  Mr.  Pellegrini: 

We  appreciate  the  opportunity  to  respond  to  the  following  audit 
recommendation: 


RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  OF  ADMINISTRATION,  WITH  THE  ADVICE  OF 
THE  CAPITOL  FINANCE  ADVISORY  COUNCIL,  ESTABLISH  FORMAL  BOND 
ISSUANCE  COORDINATION  GUIDELINES. 

We  concur.  The  Department  of  Administration,  with  assistance  from 
the  Capitol  Finance  Advisory  Council,  will  take  the  lead  in 
coordinating  debt  management  and  debt  issuance  among  those  state 
agencies  with  debt  issuance  authority.  The  Department  will 
undertake  this  responsibility  with  the  goal  of  improving 
communications  between  agencies  and  sharing  information  that  may 
improve  state  agencies  debt  issuance  practices. 

Sincerely, 


't^^  /n^^L 


Bob  Marks,  Director 
Department  of  Administration 
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MONTANA  BOARD  OF  HOUSING 


2001  ELEVENTH  AVENUE 

HELENA.  MONTANA  59620  0528 

(406)4443040 


February  22,  1991 


Mr.  Jim  Pellegrini,  Deputy  Legislative  Auditor 
Office  of  The  Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  MT   59620 

Mr.  Jim  Pellegrini: 

We  have  completed  our  review  of  the  Performance  Audit 
Report  on  Grants  and  Bonding,  that  has  been  prepared  by 
your  office.  In  that  the  Report  does  not  contain  any 
specific  recommendations  pertaining  to  the  Montana  Board 
of  Housing,  we  do  not  have  a  formal  response. 

However,  the  staff  and  Board  members  of  the  Montana  Board 
of  Housing  would  like  to  extend  our  compliments  on  the 
comprehensive  nature  of  the  Report,  the  patience  and 
professionalism  of  your  staff  who  worked  on  the  Report 
and  your  willingness  to  expand  the  Report  to  include  a 
section  on  the  Montana  Board  of  Housing  bond  reserves. 

Sincerely, 

George  McCallum 
Chairman  Audit  Committee 

RAK/ jk 

cc:      Chuck   Brooke 
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STAl  F  OK  MOM  ANA 
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OFFICE  OF  THE  DIRECTOR 

AGRICULTURE/LIVESTOCK  BLDG. 

CAPITOL  STATION 
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TELEPHONE 

AREA  CODE  406 

444  3144 

FAX  406  444  S409 

EVERETT  M  SNORTLAND 

DIRECTOR 


February  25,  1991 


Mr.  Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT   59620 


LEf^  11  W  i 


LEGISLATIVE  AUDITOR 


Dear  Mr.  Seacat: 

We  reviewed  the  performance  audit  report  of  various  state 
loan/grant  programs,  conducted  by  the  office  of  the  Legislative 
Auditor.   The  report  summary  and  conclusions  appropriately  depict 
program  status  as  it  pertains  to  the  loan/grant  programs 
administered  by  the  Montana  Department  of  Agriculture.   We  concur 
with  general  audit  report  conclusions.   The  draft  copy  of  the 
audit  report  is  enclosed. 

If  we  can  be  of  further  assistance  regarding  this  or  other 
matters,  please  don't  hesitate  to  call. 

Sincerely, 


E.  M.  Snortland 
Director 

EMS /dm 
Enclosure 

cc:   Michael  Murphy 
Gary  Gingery 
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Appciulix  A 

SENATE  JOINT  RESOLUTION  NO.  20 

A  JOINT  RESOLUTION  OF  THE  SENATE  AND  THE  HOUSE  OF  REPRESENTATIVES  OF  THE  STATE 
OF  MONTANA  REQUESTING  AN  INTERIM  STUDY  OF  CERTAIN  STATE  LOAN  PROGRAMS  TO  REVIEW 
THE  PURPOSES,  OBJECTIVES,  AND  ADMINISTRATION  OF  THOSE  PROGRAMS,  TO  DETERMINE  THE 
NECESSITY  FOR  THE  PROGRAMS,  TO  ASSESS  THE  EFFECTIVENESS  OF  THE  PROGRAMS,  AND  TO 
DETERMINE  IF  CERTAIN  PROGRAMS  CAN  BE  MODIFIED,  EXPANDED,  ELIMINATED,  OR 
CONSOLIDATED;  AND  REQUIRING  A  REPORT  OF  THE  FINDINGS  OF  THE  STUDY  TO  THE  52ND 
LEGISLATURE. 

WHEREAS,  the  Legislature  of  the  State  of  Montana  has  established  at  least  a  dozen  programs  that  lend 
state  funds  for  private  activities  to  support  or  stimulate  the  economy  of  the  state;  and 

WHEREAS,  administration  of  theses  programs  is  divided  among  three  departments  without  coordination  of 
the  purposes  or  results  of  the  programs;  and  • 

WHEREAS,  wise  comnitment  of  Montana's  limited  financial  resources  to  programs  that  are  effective  in 
generating  economic  activity  depends  on  the  Legislature's  access  to  reliable  information  on  the  operation  and 
performance  of  activities  that  lend  state  funds  to  private  entities;  and 

WHEREAS,  a  coordinated  review  of  these  state  lending  programs  is  needed. 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  AND  THE  HOUSE  OF  REPRESENTATIVES  OF  THE  STATE  OF  MONTANA: 

That  the  Legislative  Audit  Committee  be  assigned  to  study  the  need  for  and  the  performance  and 
effectiveness  of  certain  state  lending  programs,  including  but  not  limited  to: 

(1)  the  growth  through  agriculture  program,  the  agricultural  development  loan  program,  and  the  rural 
development  program,  administered  by  the  Department  of  Agriculture; 

(2)  the  water  development  loan  program,  the  renewable  resource  development  program,  and  the  rangeland 
itiprovement  loan  program,  administered  by  the  Department  of  Natural  Resources  and  Conservation; 

(3)  the  following  programs  administered  by  the  Department  of  Commerce: 

(a)  the  Board  of  Housing's  single  family  bond  program,  mortgage  credit  certificate  program,  multi-family 
bond  program,  and  low- income  tax  credit  program; 

(b)  the  Board  of  Investments'  coal  tax  loan  program  and  mortgage  investment  program; 

(c)  the  Health  Facilities  Authority's  issuance  of  revenue  bonds  and  notes  to  finance  capital  projects 
for  public  and  private  nonprofit  health  facilities; 

(d)  the  Science  and  Technology  Alliance's  research  and  development  financing  program  and  seed  capital 
program;  and 

(e)  the  Local  Government  Assistance  Division's  community  block  grant  program;  and 

(4)  the  airport  lending  program,  administered  by  the  Department  of  Administration. 

BE  IT  FURTHER  RESOLVED,  that  in  addition  to  reviewing  the  quality  of  the  management  of  the  programs, 
analyzing  the  financial  soundness  of  the  programs,  and  determining  if  the  programs  are  achieving  the  purposes 
for  which  they  were  created,  the  Legislative  Audit  Committee  determined  if  certain  of  the  programs  can  be 
coordinated  or  consolidated  to  more  nearly  achieve  their  objectives. 

BE  IT  FURTHER  RESOLVED,  that  the  Legislative  Audit  Committee  determine  if  the  needs  for  the  programs  still 
exist  or  if  elimination  of  certain  programs  may  be  achieved  without  deleterious  impact  on  the  state's  economy. 

BE  IT  FURTHER  RESOLVED,  that  the  Legislative  Audit  Committee  report  in  writing  to  the  52nd  Legislature  and 
in  this  report,  if  the  committee  determines  that  any  of  the  programs  subjected  to  review  need  to  be  modified, 
expanded,  eliminated,  coordinated,  or  consolidated,  submit  proposed  legislation  to  implement  its 
recommendat  i  ons . 

Passed  April  19,  1989 
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